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PREFACE 


On December 16, 1958, the then chairman of the Committee on 
Foreign: Relations, Senator Theodore Francis Green, wrote a letter 
to President Eisenhower asking his assistance in making arrange- 
ments for appropriate officers of the executive branch to brief the 
committee early in the Ist session of the 86th Congress. In his 
letter, Senator Green stressed that “in order for the committee to 
have a full picture of our relations with the rest of the world,” what 
was desired was executive branch testimony designed to provide the 
committee with “a coordinated national estimate” of the world posi- 
tion of the United States. He further pointed out that. the basis of 
this request was to provide the committee with information to enable 
it “intelligently to consider foreign policy issues that. will come before 
the Senate this year.” It was suggested that hearings be arranged 
on the following topics: 

1. The status of U.S. relations with other nations. 

2. The defense position of the United States. 

3. Economics and foreign policy. 

4. Intelligence estimates. 

In seuuinas with the request made of the President, Secretary 
of State John Foster Dulles appeared before the committee on Janu- 
ary 14 to discuss topic 1; Secretary of Defense Neil H. McElroy and 
Gen. Nathan F. Twining, Chairman of the Joint Chiefs of Staff, 
on January 16 to discuss topic 2; Under Secretary of State for 
Economic Affairs C. Douglas Dillon on January 21 to discuss topic 3; 
and Allen Dulles, Director of the Central Intelligence Agency, on 
January 26 to discuss topic 4. 

All of these hearings were held in executive session. Subsequently, 
the committee asked the witnesses to review their testimony with a 
view to its publication after the deletion of material classified for 
security reasons. This volume contains the unclassified portions of 
the testimony of Secretary of State Dulles and Under Secretary of 
State Dillon, the classified portions having been deleted. The com- 
mittee was informed by the Department of Defense and the Central 
Intelligence Agency that a review of the testimony given by their 
representatives revealed that the major portion would have to be de- 
leted for security reasons. For that reason, the January 16 and 26 
hearings will not be printed. 

J. W. Fursricut, Chairman. 

Marcu 2, 1959. 
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UNITED STATES FOREIGN POLICY 


WEDNESDAY, JANUARY 14, 1959 


U.S. Senate, 
ComMMITTEE ON Foreign RELATIONS, 
Washington, D.C. 

The committee met, pursuant to call, in the committee room, U.S. 
Capitol Building at 10:05 a.m., Senator Theodore Francis Green 
(chairman) presiding. 

Present: Senators Green, Fulbright, Sparkman, Humphrey, Mans- 
field, Morse, Long, Wiley, and Aiken. 

Also present: Maj. Gen. C. J. Hauck, Jr., Office of Secretary of 
Defense; Capt. L. P. Gray ILI, U.S. Navy, Office of Chairman, Joint 
Chiefs of Staff ; William. B. Macomber, Jr., Assistant Secretary of 
State for Congressional Relations; and John S. Hoghland 2d, Deputy 
Assistant Secretary of State for Congressional Relations. 

The Cuarrman. The meeting will please come to order. 

Mr. Secretary, it is unnecessary, I think, to tell you that it is a great 
pleasure and privilege for us to have you here today. 


PURPOSE OF HEARINGS 


As members of the Committee on Foreign Relations know, the 
Secretary has for a number of years met early each session with the 
committee to discuss developments in the field of foreign policy which 
have occurred since the Senate was last in session. The committee 
has always found the Secretary’s testimony of great value. 

It occurred to me this year that it would be helpful to the committee 
to have testimony from the Secretary concerning the state of our 
military defense and the state of eat economic relations with the rest 
of the world. For that reason, I addressed a letter to the President 
on December 16, asking his assistance in arranging for the executive 
departments to provide the committee with what might be termed “a 
coordinated national estimate” which seemed to me to be essential to 
enable the committee to consider intelligently foreign policy issues 
which will undoubtedly come before the Senate this year. 

The President replied on December 22, expressing his appreciation 
of the committee’s interest, and stating that he had asked— 

Secretary Dulles to coordinate this matter, so that the officials concerned may 
meet with your committee at a mutually satisfactory time. 

I will insert this exchange of letters in the record at this point. 

(The correspondence between the President and the chairman is as 
follows:) 

1 
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CORRESPONDENCE BETWEEN CHAIRMAN AND PRESIDENT EISENHOWER 


UNITED STATES SENATE, 
COMMITTEE ON FOREIGN RELATIONS, 
Washington, December 16, 1958. 
THE PRESIDENT, 
The White House. 


Deak Mk. PRESIDENT: In past years it has been customary for the Secretary 
of State to appear in executive session before the Committee on Foreign Rela- 
tions early in each new session of Congress to give members the benefit of his 
views with respect to the state of our international relations. The committee 
has found the Secretary’s testimony of great value in the discharge of its re- 
sponsibilities in the field of foreign relations. 

In order for the committee to have a full picture of our relations with the 
rest of the world, it seems to me that the Secretary’s statement should be 
supplemented by testimony concerning the state of our military defenses and 
the state of our economic relations with the rest of the world. Furthermore, 
it is important, I believe, that the committee acquire an intelligence evaluation 
of our world posture as it is related to that of the Soviet bloc. The coordinated 
national estimate which such testimony would provide seems to me to be essential 
to enable the committee intelligently to consider foreign policy issues that will 
come before the Senate this year. 

Would it be possible this year to arrange for appropriate officers of the ex- 
ecutive branch to brief the committee along the general lines of the enclosed 
outline? 

I am sure members of the committee would be most grateful for the assistance 
of the Executive, thus making it possible to begin deliberations this session on 
a broad foundation of mutual understanding. 

Most respectfully, 
THEODORE FRANCIS GREEN, Chairman. 


PrRoposepD OUTLINE FOR EXECUTIVE SESSION, HEARINGS OF COMMITTEE ON FOREIGN 
RELATIONS 


GENERAL PURPOSE 


To provide the Committee on Foreign Relations with a broad understanding 
of the total strategic situation of the United States in 1959 so that the committee 
may properly discharge its duties in the field of foreign policy. 


HEARING I. THE STATUS OF U.S. RELATIONS WITH OTHER NATIONS 


1. Relations with the Soviet bloc and estimates of the tactics and pressures 
which may be encountered in 1959. 

2. Relations with “uncommitted” Asian and African nations. 

3. The status of our alliances. 

4. Probable areas of change in U.S. policies in 1959. 


HEARING II. THE DEFENSE POSITION OF THE UNITED STATES 


1. Potential defensive responsibilities of the Army, the Navy, and the Air 
Force. 

2. Estimate of the state of readiness of each service to discharge its responsi- 
bilities today and in the future. 


HEARING III. ECONOMICS AND FOREIGN POLICY 


1. The domestic impact of U.S. aid programs. 

2. Relationship between trade policy and foreign policy. 
8. Soviet bloc activities in trade and aid. 

4. Probable areas of U.S. initiative in 1959. 


HEARING IV. INTELLIGENCE ESTIMATES 


1. Estimate of Soviet bloc intentions. 

2. Estimate of Soviet bloc capabilities—military, economic, political, and 
scientific. 

8. Estimate of nature and direction of nationalist movements in Asia and 
Africa. 
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UNITED STATES FOREIGN POLICY 3 


THe Wurre House, 
Washington, December 22, 1958. 
The Honorable THEODORE FRANCIS GREEN, 
U.S. Senate, Washington, D.C. 


Deak SENATOR GREEN: Thank you for your December 16 letter. I appreciate 
your committee’s interest in meeting with the Secretary of State and with the 
other executive branch officials who can discuss with you in executive session 
the matters outlined in your letter to me. Accordingly, I have asked Secretary 
Dulles to coordinate this matter, so that the officials concerned may meet with 
your committee at a mutually satisfactory time. 

With best wishes for the holiday season. 


Sincerely, 
DwIiGcHT D. EISENHOWER. 


COMMITTEE PROCEDURE 


The Cuarrman. Mr. Secretary, it is my understanding that you have 
a short statement you wish to make. When you have completed your 
statement members may wish to address questions to you. So I pro- 
pose, unless there is objection, that members who ask these questions 
make them short. If members wish to question you at greater length, 
we will try to give them that opportunity after this, the first round, 
so to speak. 

Mr. Secretary, will you proceed in your own way ? 


STATEMENT OF HON. JOHN FOSTER DULLES, SECRETARY OF STATE 


Secretary Duties. Thank you, Mr. Chairman. It is a pleasure to 
meet again with the committee with which I have met many times, and 
I have always found that meeting with this committee involves a con- 
structive cooperative effort that strengthens our foreign policy, keep- 
ing it on a broad and nonpartisan basis. 

I have a prepared statement and a few informal remarks to add to 
that, and then I would be glad to try to answer some questions. 


THE CHANGING WORLD 


The world is today changing more rapidly than ever before. But 
the fact that much is changing does not mean that everything has 
changed. There are certain values, certain principles, that are en- 
during. Among these are the concepts of individual human dignity 
and the supremacy of moral law. 

In a changing world our task is to strive resolutely that change shall 
increasingly reflect the basic principles to which our Nation has, from 
its origin, been dedicated. 


BASIC PURPOSES OF THE UNITED STATES 


First. At a time when war involves unacceptable risks for all 
humanity, we work to build a stable world order. 

Second. We seek for general acceptance of the concept of individ- 
ual dignity which will lead to the spread of responsible freedom and 
personal liberty. 

Third. We seek that the free nations shall attain a more rapid 
rate of economic growth, so that their independence will be more 
secure and vigorous and so that there will be greater opportunities 
for cultural and spiritual development. 


36748—59——_2 
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ECONOMIC AND INDUSTRIAL POWER OF U.S.S.R. AND COMMUNIST CHINA 


The Soviet Union and Communist China are expanding their eco- 
nomic and industrial power at a very rapid pace. They do so by a 
system which combines governmental rule of all labor with imposed 
austerity. This makes it possible greatly to accelerate capital develop- 
ments. 

There is emphasis, too, on quality. A spectacular product of So- 
viet material accomplishment was its recent space probe. In this 
field, the United States is still trying to catch up and make up for 
the head start of the Soviets. Our space accomplishments during 
the past year justify the belief that we are making good relative 
progress. 

The Chinese Communists seem to be going into a dark night of 
massed regimentation and forced labor. What they call the great 
leap forward is in reality a tragic fall backward into the abyss of 
human slavery. 

Asian nations are experiencing one aspect of Communist economic 
development: The Communist tactic of flooding their marketplaces 
with goods at less than prevailing prices. This has widespread effects, 
some of which reach into our own country. As one example only, 
the dumping of cotton textiles in southeast Asia has reduced Japanese 
exports in that area and is already reducing exports of cotton from 
the United States to Japan. As Communist economic power grows, 
we must anticipate and plan for further shocks to the free world 
economic structure from the Communist trade offensive. 

Communist economic methods involve costs in human privation 
and misery that, for us, are not only repugnant but completely un- 
acceptable. We believe that over the long run such a process must 
inevitably be altered. Already there are indications that the Soviet 
leaders are beginning to realize this. There is some scaling down of 
their heavy industry ambitions. They are beginning to heed demands 
by workers and peasants for more leisure and for a greater share in 
the fruits of their labor. Peoples sufficiently educated to operate a 
modern industrial state may be expected also to acquire the desire for 
freedom and the capacity to get it. 


A SITUATION OF DANGER 


History gives us good reason to believe that the Soviet peoples will 
not indefinitely submit to dictatorial rule by the International Com- 
munist Party leadership. It would appear that the Communists will 
encounter difficulties increasing in the long run. 

But for the short run—and this may be a period of years—the situa- 
tion is full of danger. 

That means that we may face a period even harder than we have 
become used to. To get advantage from time we shall have to stand 
on our course. We shall need the national will to stand firm in the 
face of aggressive threats and probings from the Sino-Soviet bloc. 
We shall need to make whatever unusual sacrifices may be necessary. 
People respond to this kind of demand when they understand that a 
temporary emergency requires it. But these burdens seem to grow 
heavier the longer they must be borne during a period of relative 
peace. Our people will need to show what freedom can mean in 
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terms of self-sacrifice and self-discipline; and in terms of fortitude 
and perseverance. 


OPPOSITION TO CHANGE THROUGH FORCE OR THREAT OF FORCE 


Let me speak now about world order. This requires an elimination 
of the use or threat of force to accomplish international change. This 
was always a bad method. It has become an intolerable method be- 
cause the force at man’s disposal could now practically obliterate 
human life on this planet. 

The United States and other free world nations have, by their 
conduct, done much to establish, for themselves, the principle of the 
renunciation of aggressive force; and they have shown their ability 
and will to deter such use of force by others. 

At the time of the Suez affair and the Israeli-Egyptian hostilities, 
the United Kingdom and France, and then Israel, responding to the 
overwhelming opinion of the United Nations, withdrew their armed 
forces and accepted a United Nations solution. This may well prove 
to be an historical landmark. 

During the past year the United States and its partners have 
further shown their opposition to change through force or the threat 
of force. 

When Lebanon and Jordan seemed threatened from without and 
appealed to the United States and the United Kingdom for emergency 
aid, we responded with promptness and efficiency. When the emer- 
gency was relieved by United Nations action, we promptly withdrew 
our forces. 

Throughout the world small nations felt a profound sense of reas- 
surance. 

In the Far East the Chinese Communists, with Soviet backing, 
initiated military action designed, as they put it, to “expel the United 
States” from the western Pacific. We stood beside the Republic of 
China as it resisted what seemed the preliminaries of that attack. 
Our free world associates generally supported our position that change 
in that area should not be effected by force of arms. 

The Government of the Republic of China itself made a notable 
contribution when, last October, it declared that it relied primarily 
upon peaceful principles and not upon force to secure the freeing of 
the mainland. This courageous and statesmanlike act has strength- 
ened the free world’s cause in the western Pacific. 

Now in Berlin we face an effort to “expel” the small Western con- 
tingents in West Berlin. Their presence constitutes an indispensable 
safeguard to the freedom of that city. The NATO powers, at their 
December meeting, unanimously voted that such expulsion should be 
resisted. 

Step by step, discernible progress continues to be made in con- 
solidating a system of collective security which will effectively operate 
to exclude the use of force to effect international changes. 


NATURE OF MUTUAL SECURITY ARRANGEMENTS 


The mutual security arrangements which we have with free world 
countries no longer assume the aspect of mere military alliances. They 
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are the framework of consultative processes that, day by day, are 
steadily reforming the society of free nations. vere 

In primitive and frontier societies, security is on an individual 
basis. Each householder defends himself by his own means. That 
primitive formula is now obsolete domestically. It is becoming ob- 
solete internationally. Many free nations combine to help each other. 
The resultant power is not a power which can be or would be used 
for any aggressive or nationalistic purpose. It is a power dedicated 
to the common welfare as mutually agreed. 

The United States has repeatedly made clear—and I said this again 
at the last December NATO meeting—that we regard our own mili- 
tary power as being a trust for the benefit of our free world partner- 
ships; that we are ready to make known to all the defensive pur- 
poses and circumstances under which that force might be used; and 
that we shall heed in this respect the advice and counsel of our part- 
ners just as we would expect them to heed our advice and counsel 
with respect to the international use of their force. 

Thus, out of what may originally have been conceived primarily 
as military alliances, there is developing an international structure 
which provides collective security on the basis of organized and con- 
tinuous collective consultation. That is something new in history. 

I might add that accomplishment is not always easy, given the 
variety of national development and national viewpoints. Never- 
theless the free world practice in this regard constantly grows in 
efficiency. 

PROCESSES OF PEACEFUL CHANGE 


World order is not, however, assured merely by the elimination of 
violence. There must be processes of peaceful change. These, too, 
are rapidly developing within the free world. The Deneal Assem- 
bly of the United Nations is a forum where these needs find effective 
expression. The General Assembly does not have the power to legis- 
late change. But it has a capacity to induce change, at least in the 
case of governments which have respect for, and are responsive to, 
world opinion. 

The peace of the free world is not a peace of political stagnation 
or a ce which sanctifies the status quo. It is a peace character- 
ized by peaceful change reflecting new human aspirations and 
potentialities. 

DEVELOPMENT OF INTERNATIONAL LAW 


There is, of course, need not only for processes which permit of 

aceful change, but there is equally a need for stability in ad- 

erence to basic values, including that of respecting international 
agreements and treaties. This requires that, unless international law 
and treaty engagements are changed by common agreement, they 
should be respected. 

There has not been as great a development of international law and 
recourse to judicial processes as would seem desirable. The United 
Nations General Assembly committee on the codification of inter- 
national law has made little progress. Some significant progress 
in law development was made at the recent Law of the Sea Con- 
ference, and that Conference will be resumed in 1960. Inadequate 
use has been made of the International Court of Justice. As the 
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UNITED STATES FOREIGN POLICY 7 


President said last week in his State of the Union address, we en- 
visage further steps to encourage the greater use of that Court. 


BUILDING A STABLE WORLD ORDER 


In such ways as I describe progress is being made toward establish- 
ing a world order where peace rests, not on mere expediency or on 
a balance of power, but on a basis of sound institutions. 

This evolution is not spectacular and rarely considered news. 
What attracts attention are the aggressive probings of the Com- 
munists and the free world reactions thereto. That phe the im- 
a that our foreign policy consists primarily of reacting to 

ommunist initiatives. 

Nothing could be further from the truth. The fact is that day 
by day, month by month, and year by year, we are building, quietly 
but steadily, in the United Nations, in NATO, in the OAS, in 
SEATO, and other organs of consultation, the solid foundations of 
an international order based upon justice and law as substitutes for 
force. 

The Communist rulers do not share in this effort to build a stable 
world order based upon justice and law. International communism 
avowedly seeks worldwide dictatorship. The concept of justice is 
alien to the Communist creed, and law, in our sense of that word, is 
unknown. The free world and Communist concepts are mutually 
antagonistic. 


CONTACTS AND NEGOTIATIONS WITH THE COMMUNISTS 


This, however, does not mean that there cannot be useful contacts 
and negotiations with the Communists. We have had many such. We 
are striving to make progress in the field of disarmament and in 
that connection deal with the Soviets, particularly in relation to the 
controlled discontinuance of nuclear weapons tests. We also seek 
agreement on possible measures which might be helpful in preventing 
surprise attack. 

At Warsaw we negotiate with the Chinese Communists. 

We have made clear our willingness to negotiate about the German 
question. 

We have now an agreement with the Soviet Union on cultural and 
scientific exchanges which is operating satisfactorily. Also import- 
ant are the visits to and from Russia of tudraeusial ditionain, 

President Eisenhower urged this in his letter of February 15, 
1958, to the then Soviet Premier. Following this initiative, there 
have been useful visits on both sides, and we are glad that the First 
Deputy Premier of the Soviet Union, Mr. Mikoyan, is now here learn- 
ing about our country. We would like to see a broader exchange of 
students. We believe that in such ways false premises and miscalcula- 
tions can be reduced in the interest of peace. 


MOVEMENT TOWARD INDEPENDENCE AND FREEDOM 


I turn now to our second major ar 
One of the strongest forces working in the world today is the 


movement toward independence and freedom. 
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This force is notably manifest in Africa. Here change is rapid, 
new states are arising almost overnight. This great continent pre- 
sents a challenge to the United States to do its best to assist the 
peoples now emerging into independence and new opportunity. 
Another such area is our hemisphere to the south. The peoples of 
Latin America are making clear their determination to control their 


own destinies. One by one dictatorships have made way for govern. | 


ments more responsive to the popular will. 


GROWING AWARENESS OF SINO-SOVIET IMPERIALISM 


This worldwide movement toward freedom is accompanied by 
a growing awareness of the deadly nature of Sino-Soviet emaulall 
ism. The leaders of the new freedom are coming more and more to 
see international communism as an immediate threat to their liber. 


ties, not, as some have thought, a mere bogeyman of so-called Western | 


imperialism. 
he Communists are paying a price for the forced growth of their 

material power: there is a developing fear in the less powerful na- 
tions around the world of the dangerous combination of burgeoning 
economic and military power with the imperialist drive of the 
Communists for world dominion. This menacing combination 
brings home with force the threat which, when the Communists were 
not strong, was but a matter of vague and largely academic 
conceru. | 

There has recently been a surprising clarification of understanding 
around the world of the real purpose of Communist leaders—to sub- 
ject all the world to the dominant influence and control of interna- 
tional communism, with its primary power centers at Moscow and 
Peiping. 

In the Middle East the deadly designs of communism are now far 
more clearly realized than a year ago. 

In southeast Asia liberty- loving peoples are struggling—and with 
success—to remain masters in their newly built national homes. 


THE FORCE OF FREEDOM 


In general, I believe the leaders and peoples of Asia now under- 
stand better the sincerity of American policy favoring their inde- 
pendence and our willingness to support unconditionally their efforts 
to stay free and do so in 1 their own way, which may indeed be a non- 
Western way. 

In France we are witnessing an inspiring example of national 
renewal. 

The tide of freedom is running strong in Western Europe as Com- 
munist strength there ebbs. 

Even in Communist countries there is a powerful and persistent 

raving for greater national freedom. Yugoslavia has been stead- 
fast against ‘all threats and blandishments from Moscow and has 
courageously maintained its independence. Hungary’s great effort 
to throw off its shackles, even though crushed ‘by ‘force, has been an 
inspiration and a tribute to man’s “unquenchable thirst for liberty. 
And throughout the bloc, even in the U.S.S.R., revisionism is a living 
force and ferment. Moscow considers it a de: idly enemy, and with 


reason. 
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The pull of freedom is daily manifested in the flow of refugees 
from the Communist bloc to the free world. 

The free people of West Berlin have, during years of uncertainty 
and danger, been an inspiring beacon light for all those whose liber- 
ties have been lost to Communist tyranny. We are determined that 
this light shall not fail, and that Berlin shall not be engulfed in the 
Red undertow. 

As we look ahead, we see freedom as a predominant force, shaping 
our 20th-century world. As Americans we have faith that the aspl- 
ration, deep within the soul of man, to live freely and with dignity in 
a just and peaceful world is stronger than all the material forces 
which the Communists invoke as the pledge and promise of their 
power. 

ECONOMIC PROGRESS IN THE FREE WORLD 


I turn now to our third basic purpose. 

We believe that economic progress is a necessary condition of sta- 
ble and free nations. There must also be acceptance of economic 
interdependence of nations. No nation can live completely to itself. 

Unless and until the less-developed areas reach the stage of self- 
sustaining economic growth, the world as a whole will suffer. For 
the inhabitants of those areas, an increasing rate of economic de- 
velopment has become an essential condition of free societies. The 
demand for economic and social betterment is now universal, and if 
progress cannot be achieved in freedom, it will be sought by meth- 
ods that jeopardize freedom. 

The Communists are fully aware of the universal demand for prog- 
ress, and they point to the Soviet and Chinese Communist accom- 
plishments i in industrialization as proof that their way is better than 
the way of freedom. 

Our aid and investment must continue to support the efforts of the 
leaders of the developing free nations to sustain their peoples’ confi- 
dence that economic progress can be attained in freedom. 

We have not been alone in providing such support. Other highly 
industrialized states have made significant contributions. 

These industrialized nations have also shown a growing aware- 
ness of interdependence among themselves. This is particularly grat- 
ifying to us. A Common Market for Europe was one of the policy 
objectives stated in the preamble to the European Recovery Act of 
1948. Now, after 10 years, the six-nation European Common Mar- 
ket is a fact. The Western European currencies have become more 
freely exchangeable and there is a strong movement for broader eco- 
nomic cooperation in Western Europe. 

Free world economic progress does not permit of complacency or 
relaxation. It calls instead for renewed effort to increase the forward 
momentum. 

In the years ahead, we must through our trade and financial poli- 
cies continue to promote recognition ‘and positive use of the benefits 
of interdependence. ‘These benefits, and the inevitability, of eco- 
nomic interdependence become more clear each year. What is being 
done in the European Community of Six provides an example and an 
inspiration for greater economic cooperation elsewhere in the world. 

We must continue to apply our will, energy, treasure, and technique, 
to the problems of the less developed areas. The cause of freedom 
can be won—or could be lost—in these areas. 
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BASIC PURPOSES UNDERLYING U.S. POLICIES 


Let me in conclusion recall the basic purposes underlying our 
policies: 

(1) The renunciation of aggressive force and the substitution 
of collective institutions of peace, justice, and law among nations; 

(2) Promotion of the concept of human dignity, worth, and 
freedom ; 

(3) Stimulation of economic growth and interdependence to 
create enlarged opportunities for realization of cultural and spir- 
itual values. 

These goals are not attainable in a few years, but will require 
decades and, perhaps, even generations. Why is this so? We are 
but one nation among neal a hundred sovereignties, and but a 
scant 6 percent of the world’s land surface and population. Our for- 
- policy is not something we can enact into world law or dictate to 
other peoples. It means rather constant adjustment to forces which, 
though beyond our control to direct, we can influence through wise 
statesmanship and adherence to sound principles. With our im- 
mense wealth and power, and even more because of our spiritual heri- 
tage of faith and freedom, we can exert a shaping influence on the 
world of the future. 

The price of failure would be the destruction of all our other na- 
tional objectives. While mustering all our resources, both material 
and spiritual, we must press on with courage to build surer founda- 
tions for the interdependent world community of which we are part. 
This will call for austerity and sacrifice on the part of all. We must 
put first things first. 

Our purpose, ultimately and at all times, should be to use our great 
power, without abusing or presuming upon it, to move steadily toward 
lasting peace, orderly freedom, and growing opportunity. Thus do we 
achieve our constitutional purpose “to secure the blessings of liberty 
to ourselves and our posterity.” 

The Cuatrman. Thank you very much, Mr. Secretary. 

Secretary Duties. Could I add one or two less formal remarks? 

The Cuarrman. Certainly. 

Secretary Duties. One or two other matters that I did not want to 
incorporate in the formal statement. 

The CuHarrman. Your prepared statement is to be made public. 

Secretary Duties. With your approval; yes. 

The Cuarrman. Yes. 


MR. MIKOYAN’S VISIT 


Secretary Duties. The German issue and the visit here of Vice 
Premier Mikoyan is, I know, a matter of great concern and interest to 
us all. There has been no real clarification as yet of the purpose of 
his visit here, and I assume there may be several purposes: To get 
information ; to estimate for himself the state of our national opinion ; 
and possibly to inaugurate negotiations. 

I have had a preliminary talk with him, and I expect on Friday of 
this week to spend much of the day with him. The President and 
I will be seeing him on Saturday morning. As a result of that we will 
know more than we know at the present time. 
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It is not our purpose to negotiate with him about Germany or 
Berlin, because we negotiate only in cooperation and partnership with 
our allies who are concerned equally in that matter. 

We do believe that there can be exchanges of views which will 

ossibly open the way to future negotiations, and, which is equally 
important, an avoidance of miscalculations and missteps which might 
endanger the peace. 

[ Deleted. ] 


SITUATION IN THE TAIWAN STRAITS 


Secretary Dunes. In the Far East the situation seems to have 
tranquilized for the time being in the Taiwan Straits. There has now 
been nearly a week without any military activity at all. 

I do not mean to suggest that military activity may not be renewed 
at some future time; I ‘think it is quite likely that it will be, because, 
among other things, the Chinese Communists find it very useful to 
have to frighten their people, the prospect of what they refer to as 
an attack by the United States, and a certain amount of military 
snvaby there is useful propaganda which they use in their campaign 

to support their extreme communal pr essures, 

They have a “Hate America” campaign on which is extremely ac- 
tive. But at least the situation has calmed down for the time being, 
and I might say that the declaration which President Chiang Kai- 
shek made to which I alluded in my formal statement, about the non- 
reliance on force but upon principles of freedom to win back freedom 
on the Continent, has had an extremely helpful effect throughout the 
free world. The reaction of the Western European governments to 
that has been extremely good. 

At the Warsaw talks we presented that declaration and asked the 
Chinese Communists whether they were willing to make a comparable 
declaration, saying, if they would, we thought that the situation could 
be stabilized. They rejected our proposal. 

Deleted. | 
ecretary Duties. Those are current matters which I thought the 
committee would be interested in having comments about. 

Thank you. 


ADVISABILITY OF A SENATE RESOLUTION ON BERLIN 


The Cuatrman. Thank you very much, Mr. Secretary. If for any 
reason you think it inadvisable to answer our questions, I hope you 
will be frank in saying so. 

May I start off by asking you a question ? 

{ Deleted. } 

The CHatrmMan. Well, a question in relation to Berlin: In order 
to make sure that the Soviet Union knows that the American people 
are united in their attitude toward Berlin, do you think it might be 
helpful and appropriate if the Senate would pass a resolution, 
couched in terms of the NATO communique of December 16 on 
Berlin or in terms of what alternative courses of action would be open 
to the United States and its allies in the event that the East Germans 
are given control of the Soviet. portion of Berlin, and attempt to 
block the western access to the city ? 

36748—5 
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Secretary Duties. Well, I would doubt whether it would be desi 
able to have a Senate resolution dealing with the question of whi at 
measures might be taken or would be t: aken on various hypothetical 
contingencies. There are so many hypotheses, and such a need of 
reaching agreement with the German, West German authorities— 
the British, the French, and ourselves, who are in Berlin, and also 
other NATO countries are involved—that getting into details of that 
kind in a Senate resolution would, I think, be unwise. 

| Deleted. ] 


RELATIONS BETWEEN COMMUNIST CHINA AND THE SOVIET UNION 


The Cuatrman. For further questions I yield to my colleagues. 

Senator Wiley. 

Senator Witey. Thank you, Mr. Chairman. 

Mr. Secretary, some years back, I talked with a man who has been 
& newspaperman in Russia. I have commented many times that what 
he said at that time gave me at least a picture of what might be con- 
sidered a world fact that is not generally understood. I heard the 
distinguished Senator from Montana, Senator Mansfield, on television 
a week or so ago confirm that fact which I shall state: This man 
said that he had been privileged to go all over Russian Siberia, 
and that after the war he noticed that the Russians were not 
pulling out their troops on the China border, so to speak, but that in 
fact they had been strengthening their fortifications, and so forth. 

Now, that brought up this condition on which I would like to 
have your opinion. 

With the pressure that comes from the Chinese now of oe ween 600 
and 650 million, expanding at the rate of 25 million a year, the con- 
clusion might be that there is no other direction in which the Chinese 
can go except north. On the television program Senator Mansfield 
interjected into this picture information with which I was not too 
familiar that the Russians in past centuries had pushed the Mongols 
and the Chinese back. The vast stretches in Siberia which are prac- 
tically unoccupied would seem to present opportunity for the Chinese— 
practically the only opportunity for them—with their — popu- 
lation, or exploding popul: ition, if you want to call it that, to expand. 

I would like to have your opinion of that situation. There are pop- 
ulations like that of the Chinese and like that of India with 500 mil- 
lion which exemplify a condition which time and time again has pre- 
cipitated wars in the past, that is, where populations have to get 
breathing room. 

Is there anything in this situation which would perhaps tend to 
show that inherently the Chinese and the Russians are basically ene- 
mies or antagonists, or that in the future there may not be an alliance 
between the Kremlin and the Chinese, but rather a situation which 
might explode so that the Kremlin would have a real job on its hands? 

Secretary Duuues. I believe, Senator, that over the Jong run of 
several decades there will develop antagonism between the Chinese 
and the Soviet Union. That will happen, in my opinion, after you 
have in these two countries governments that are more national gov- 
ernments and less under the control of what Khrushchev calls the inter- 
national Communist movement. 
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At the present time, both governments are under, you might say, 
common control of the international Communist movement, and while 
there may be struggles of personality between them as to which is 
going to play the bigger role, I do not anticipate in the near future 
any bre: ak between them. 

‘You have struggles within the Kremlin as to who is going to rule, 
whether it is going to be Bulganin or Malenkov or Molotov or Beria, 
or what not, but those struggles all take place within the context of 
the same basic philosophy, and whoever comes out on top still carries 
forward, at the present time, the basic program of international 
communism. 

So it is that while you could very well have a struggle between, say, 
Mao Tse-tung and Khrushchev as to who would be the ideological 
leader of international communism and have the primary voice in 
formulating its doctrine and creed, I do not think that there will be 
the typical national struggle within China and Russia until that 
situation is changed. 

[ Deleted. | 


POLITICAL AND ECONOMIC CONDITIONS IN COMMUNIST CHINA 


Senator Witey. I have one other question in relation to Communist 
China. 

We read varying accounts—dependent upon, I suppose, the tenor 
or viewpoint of the individual doing the writing—of the situation in 
Communist China. We read first that Mao Tse- tung is doing a great 
job and that the Chinese are satisfied. Then we read that ‘they are 
having one devil of a time, and that there are insurrections, poverty, 
and hunger, and so on. 

Do you want to give us your evaluation of what the political and 
economic conditions are in Communist China ? 

Secretary Duties. There is this movement which I referred to to 
establish what is called the communal system in China, which in- 
volves the organization of the people in units of a few tens of thou- 
sands into barracks—common living, the men and women segregated, 
and public nurseries for the children. They work as slave labor. 

Now, that is causing a great deal of dissatisfaction, because the 
Chinese life has for centuries been based primarily upon the family 
as the unit of highest value, and they are breaking up the family life. 
and it is causing great dissatisfaction. 

But there is a difference between dissatisfaction and any effective 
resistance, and we do not see at the present time the likelihood of 
resistance which would be effective to stop the effort or overthrow 
the Government. It may mean that they will have to slow down their 
program to some extent, but we do not see at the present time the 
potential of organized resistance on a scale which would endanger 
the whole of the Communist leader ship on the mainland of China. 


MR. MIKOYAN’S VISIT TO THE CAPITOL 


Senator Witry. Next Friday, I believe it is, Soviet Deputy Premier 
Mikoyan is going to have lunc h with members of the committee. 

Now, he is here in a semiofficial capacity. Have you any sugges- 
_ as to the form of the questions that we should propound to him, 

ras toany limitation on us? 
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Secretary Duties. No, I have no suggestion about a limitation as 
far as questions are concerned. 

I think the most important single impression that he can get out 
of that contact with the Members of the Senate is the fact that on 
these basic issues of foreign policy such as standing firm in Berlin, 
that there is bipartisan unity. Now, that is the important thing. 

He has said to me, “I can’t possibly see how your foreign policy 
can work over the next 2 years with this partisan division that you 
have between the Congress and Executive.” And I hope very much 
that he will go back with the realization that the United States is 
not immobilized for the next 2 years. That would be a very danger- 
ous impression for him to go back with, because then they would 
take risks and gamble on the theory that we would be incapable of 
acting, and we know we are capable of acting, and it would be one of 
these miscalculations which could lead to war. 

So that is the most important single thing, I think, to clarify in his 
thinking. 

Deleted. | 
Senator Wirtry. Those are all the questions I have. 
The CuHarrman. Senator Fulbright, do you have any questions? 


U.S. POLICY TOWARD COMMUNIST CHINA 


Senator Futsrient. Mr. Secretary, [ wonder if you would elaborate 
a little on our China policy. During the recent crisis which developed 
in that area, there were apparently some changes, at least indications 
of changes, on our part. om for example, was the announced posi- 
tion with regard to Chiang’s return to the mainland. And I believe 
there was the suggestion that the garrison on Quemoy be reduced, 
and the suggestion that we were willing for the United Nations to 
take cognizance of this problem, and there was an indication, at least 
to a limited extent, of our willingness to negotiate with Peking. 

Does that indicate any gradual shift in our position with regard 
to Communist China? 

Secretary Dutuxs. I think that our position remains basically that 
under present circumstances and, indeed, under any circumstances we 
can now foresee, that it would not be in the interests of the United 
States to grant general political recognition to the Chinese Communist 
regime or to see it seated in the United Nations. 

Now, as I have often made clear, the fact that you do not grant 
general political recognition to a body does not mean that you treat 
it as nonexisting. We recognize that it exists, and that it exerts very 
considerable power, and that there may be occasions to deal with it, 
and we are indeed dealing with it in our talks which are going on in 
Warsaw. 

ATTITUDE OF THE REPUBLIC OF CHINA 


Now, as far as the attitude of the Republic of China is concerned, 
we felt that there was growing apprehension within the free world 
that the Chinese Nationalists might, through some aggressive act of 
theirs, precipitate a conflict in which the United States would become 
involved and a major war would ensue. And I therefore went out to 
Taiwan last October, and I presented that situation to the President 
and other members of the Government, and we spent many hours in 
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consultation, the result of which, I believe, was that the Government 

of the Republic of China became genuinely convinced that it needed 

to do something to allay that fear, and it made the declaration to 

which I alluded in my prepared statement, and I think that that 

minimizes the danger that some aggressive action on its part might 
recipitate a struggle which would perhaps involve the United States, 
ecause it would involve Taiwan, itself. 

The question of the status of the offshore islands from the standpoint 
of their being a seat of provocation has been very carefully considered. 
I do not think that they will be an area of provocation, and I know 
that consideration is being given to the military deployment there. 

[ Deleted. ] 


CONSEQUENCES OF U.S. RECOGNITION OF COMMUNIST CHINA 


Senator Futsricur. Well, is it fair to say from your remarks that 
these were tactical moves and they do not indicate any basic change 
in policy toward Red China? 

Secretary Duties. I would think that that would be the fair way 
to put it. As I pointed out several times, Senator, the holding of 
the free world position around the China mainland 1s a task of very 
great difficulty for us. It is quite different from the situation in 
Western Europe where you have depth, solidarity, contiguity, a high 
degree of economic, industrial development, and long-established mili- 
tary traditions. You have got something pretty solid and dependable 
to build upon there. We have built upon it in terms of NATO. 

In the case of the Far East, you have a series of disconnected insular 
and peninsular positions. [Deleted. ] 

Now, every one of these positions is separated from the other largely 
by tradition, to a very considerable extent by geography. Each is 
in a vulnerable and exposed position. ‘They are not able to help each 
other very much. Really, the only common denominator that sup- 

orts that line is the bilateral support going out to each from the 
United States. 

Communist China exerts a tremendous influence, a tremendous im- 

act against that, because China, again in distinction to the situation 
in Europe, China has always been a seat of culture and tradition of 
that part of the world. In Europe, Russia has always been the bar- 
baric country, and the seat of culture has been the West. It is just 
the reverse there. 

The Communists have got control of this tremendous power and 
influence, and it is my considered opinion, after constantly reviewing 
this situation, that a general diplomatic recognition by the United 
States of the Communist Chinese, with the consequences which would 
follow in terms of these other positions I have mentioned, because 
our example would almost surely be followed elsewhere, would give 
enough added strength to the Communist influence there to break 
down that free world offshore island and peninsular position, and 
to bring about what the Chinese and the Russians both say they de- 
mand, that is, the expulsion of the United States from the western 
Pacific. 

That is what they say perfectly openly is their aim. They say, 
“You have no business having influence in this part of the world. Go 
back home.” 
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Well, that would involve driving the security and the defense of the 
United States clear back to our western seaboard, in the main. [ De- 
leted.| I am afraid that that would be, so far as I can now judge, 
the consequence of any basic shift in our China policy. 

That does not mean that within that basic policy there is not a very 
considerable measure of flexibility, as I think we have demonstrated 
during the past year. 


PROGRESS OF FREEDOM VERSUS DICTATORSHIPS 


Senator Futsrient. I have one other slightly different inquiry. 
You stated, following your reference to Latin America, that— 


One by one dictatorships have made way for governments more responsive to 
the popular will. 


In your next sentence you said that— 


This worldwide movement toward freedom is accompanied by a growing aware- 
ness of the deadly nature of Sino-Soviet imperialism. 

Do you mean to leave the impression that you think freedom is 

aking progress as compared to dictatorships ? 

Secretary Duties. Certainly that is the case as regards Latin 
America, where there has been a succession of changes which have 
been in the direction of greater democracy. 

I think perhaps the statement is a bit ambiguous and subject to 
misinterpretation as regards the world as a whole, because there has 
been in some countries of the world [deleted] an apparent failure of 
democratic processes and a substitution of more autocratic processes. 
[ Deleted. ] 

I think it is being found in some of these countries that the peoples 
do not have the degree of education and training necessary to operate 
successfully the type of what you might call pure democracy with 
which they originally started out, and the result is that there is a 
groping for something which will be less dependent upon a straight 
popular action. 

Of course, you will recall that when our Nation was originally 
founded, there was considerable concern there that we were not yet 
ready for a pure democracy, and we established a system which allowed 
a direct popular vote only in respect to one branch of the legisl: ature; 
the selection of the President, the selection of the Senate, the selection 
of the judiciary—did I mention the Presidency—was not subject. to 
direct popular action. 

Well, that has evolved in this country. But in the case of some of 
these countries where the population is perhaps not sufficiently ma- 
tured and educated, they may have started out with concepts of de- 
mocracy which were a little bit beyond the ability to make them work, 
and there is a shift away from that. 


[ Deleted. | 


PROBLEM OF CREATING DEMOCRATIC SYSTEMS OF GOVERNMENT 


The fact is that, the Communists, which are’ far more effective 
in their ability to organize and dominate popular bodies, have shown 
an ability to utilize these processes to their advantage, in effect, to 
destroy their liberty and independence in that way and, in most 
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eases, the action taken has been not just an action of a domestic 
character, but it has been a measure which has been thought necessary 
to prevent. the popular movement being gotten under the control of 
represent: itives of international communism. 

Senator Funsricur. Exactly that one point troubles me very much. 
If you look back 50 years and see the relative decline in the power 
of the free world, we will say, and the decline in the prestige of the 
democratic system, I wonder if we have given enough attention to this. 

[ received a copy of a letter—it was not directed to me, but a friend 
gave it to me—from an Indian in Kerala, and one of the main points 
he made was that- 


we don’t know how to organize effectively a free system, and the Communists 
are outdoing us here. They outmaneuver us, and while we— 


speaking for himself and others— 

want to have a free country, a democratic system, we are being outmaneuvered— 
and he was asking— 

if something could be done to teach us— 

that is, these Indians— 

how to make a democratic system work. 


It occurred to me that perhaps we never do really go into this. We 
teach peoples of other countries how to drill wells and build railroads, 
and do other things, but we do not teach them this. I don’t know that 
we could, but possibly we could teach them how to make a democratic 
system work. The conflict in our policy is that if we can’t do that 
and don’t wish to undertake it, then we ought not to keep harping 
about their not being democratic. We ought to accept the fact, it 
seems to me, that they are not mature enough for it and we ought to go 
along with their nondemocratie systems in the hope that eventually 
they will evolve, so long as they aren’t Communist. 

Secretary Duties. There should be a middle ground. The tendency 
now is to swing from perhaps a degree of democracy which they are 
not able to make work and which, because they cannot make it work, 
the Communists will grab and use as their tool, and a more or less abso- 
lute dictatorship backed by the army. 

Now, there should be found some middle way there, and certainly 
you have put your finger on a very important world problem. 

Senator Fursricut. We certainly ought to do something about it. 
We look foolish when we insist that if they are not democratic they 
are not sympathetic, when they actually aren’t able to run a demo- 
cratic system like we are. They lack the traditions and the education. 


COMMUNIST DUMPING TACTICS 


[ have one last question on the Communist economic offensive which 
you mentioned in the first. part of your statement. 

Now, we had examples last year of dumping, which is disastrous to 
the so-called free world’s free enterprise system, the dumping of alumi- 
num, of tin, and of textiles in southeast Asia, and right here in the 
United States the dumping of benzine, when the Dow Chemical Co. 
bought a very large quantity of benzine far below the world market 
price. 
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This presents a challenge to the business community, but I do not 
see any evidence that anybody is taking it seriously. 

The Assistant Secretary of Commerce testifying before the Ways 
and Means Committee says: 

We have no plans to deal with this. We haven’t got any idea what to do 
about it. 

I think this is a terrible thing. The Communists can really disrupt 
the markets of the free world if we don’t find some way to meet this. 

Secretary Dutuzs. I consider this danger a very grave one, indeed, 
because under their type of economy they are not concerned at all with 
prices, as to whether they show a profit, whether they show a loss. It 
is all part of their political effort, and if they desire to do so, whether 
it be merely out of, a desire to get foreign exchange or whether it be 
a desire to conduct economic warfare, they have a great capacity for 
damage. 

Now, this is a matter which has given us considerable concern for 
some time. Approximately a year ago on my initiative, the Cabinet 
took action to establish an important group which has been largely of 
private business people who have been studying this matter. I under- 
stand that their report and recommendations will be available in the 
near future, and I think that it is probable that that will be a report 
which will require congressional action of some sort to help the Gov- 
age to help private industry to protect itself against this kind of 
thing. 

It is a very serious threat, because you can see a possibility that pri- 
vate concerns, one by one, can be put out of business. It is comparable 
to the situation when you had a very big combine combating the 
small grocery store, drugstore, and where, through the so-called “loss- 
leader” operation, they would sell one thing at way below cost to at- 
tract customers, and put the other little concern out of business, and 
when they put it out of business, then the price goes back again. 

This “loss-leader” operation can be conducted by the Communist 
world, and we have got to find the answer to it. 

Senator Fu.sricut. I am glad to hear you initiated a study of this 
matter. I was not aware that anything Coe been started. 

Secretary Duties. Yes, sir; it has been. 

Senator Futsrienr. Thatisall. I yield, Mr. Chairman. 

Secretary Dutuzs. I understand this portion of my testimony is in 
executive session. 

The Cuarrman. The whole is in executive session. 

Secretary Duuues, And will not be made public. 

The Cuarrman. Mr. Sparkman, any questions? 


COMMUNAL SYSTEM IN COMMUNIST CHINA 


Senator Sparkman. Several of the points I wanted to bring up have 
been covered, but I do want to ask one brief question about the com- 
munes on the mainland of China. 

I gathered from your answer to one of the questions that there 
was a great deal of opposition to the communes, and you indicated 
that they might give the Communist government more trouble than 
they would be worth. 

I was interested in a series of articles I read recently. They were 
written by a newspaperman who had spent some time going through 
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China. I was somewhat concerned with the impression I got from his 
articles. I may have misconstrued them, but he seemed to give the idea 
that the communal system was working, that the Chinese people, the 
ple who were taking part in them, welcomed it as a kind of a relief 
rom the peasant existence they had had prior to that time. 

Secretary Duties. Well, I suppose that this is a situation where 
any generalization would be misleading, and I suspect that there are, 
in fact I know that there are, on the Communist mainland, masses and 
masses of Chinese whose plight has been so desperate over the years 
and who have had such a narrow margin of survival, indeed in many 
cases scarcely any margin at all, that anybody who takes care of them, 
they are glad to welcome it. 

Certainly, there are always many, many millions of Chinese who 
believe in the family life, the honoring of the graves of ancestors, 
looking forward to having children and grandchildren who, in due 
turn, will honor your grave, and that certainly persists also to a 
very considerable extent in China. 

I would say that the people of the first group will probably wel- 
come this, anything that takes care of them. 

| Deleted. | 

There are others who do not like to have interruption of their family 
life, civilian activities, and friendships, and certainly this has a mixed 
reception in China. 

I don’t think that I went so far as to say that the opposition would 
be such that it would not be worthwhile. I think I did say that it 
may lead to a moderating or slowing down of the program. 

It is rather interesting, I think, that Mikoyan, in one of his talks 
here, indicated that he was skeptical about whether this system 
would work or not, saying that they had tried at one time to have 
this rather pure type of communism, and they found it did not work, 
and he was very doubtful whether it would work in China. 

Certainly it has worked to a considerable extent in a sense that it 
has increased greatly already the industrial potential of China. They 
have now very rapidly achieved a very appreciable steel production. 
The steel they produce is of rather poor quality, probably good 
enough steel to serve the purposes they had in mind, probably put- 
ting a bridge across the river, or something of that sort. It is not 
up to our standards or the Japanese standards of very high-quality 
test steel, but they have got these crude blast furnaces and they are 
making a kind of steel, so that they are achieving a measure of indus- 
trialization, and I don’t think that this effort is going to collapse. 
[ think it is going to encounter resistance, and at places it may have 
to be moderated, slowed down, perhaps even places where it would 
be abandoned, but I don’t see, as I said, that it is creating enough 
organized opposition to threaten the authority of the Government. 

You cannot really threaten the authority of the Government unless 
the Army is with you, and unless disaffection reaches the Army, the 
people cannot do anything. 

Now, these people are being trained. Their leisure time is spent in 
training them in militia type of training, but they only give them 
dummy guns and no live ammunition. The real guns and the live 
ammunition are kept for the loyal elements of the Army, and they are 
in a position to shoot down the people. 


36748—59—_—-4 
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So long as they hold the loyalty of the Army, which seems to be 
the case, I don’t see the likelihood of effective revolt on the part of the 
people. 

In the case of Hungary, the Hungarian Army joined in the revolu- 
tion, and that would have made it effective up until the moment when 
the Soviets sent from the outside their armored divisions into Hungary. 

But without some disaffection on the part of the Army, and with the 
ruthlessness of the Communist leadership in being willing to shoot 
down people by the hundreds of thousands, I do not think that the 
authority of the Communist regime on the mainland at the present 
time is in jeopardy. I think they will carry forward, perhaps in 
somewhat modified form, this present program. 


SITUATION IN THE FAR EAST 


Senator Sparkman. Mr. Secretary, I wonder if you could just give 
us a brief description of the situation prevailing in the Far Eastern 
countries. 

[ Deleted. ] 

Secretary Duties. I would say that, on the whole, the situation is 
in pretty good shape, and that the resistance over the year to the 
Chinese Communist attempts to subvert have been as satisfactory as we 
could reasonably have expected. The danger is not over, by any means, 
but in the case of Laos we were very fear ful that the arr: ungement ths at 
was made to incorporate the two ‘Pathet Lao Provinces which were 
Communist-dominated into the Government, would lead to the Com- 
munists taking over the Government. That has not happened. 

{ Deleted. | 

There is in most of these countries, as I indicated, an increased 
realization of the dangers from Chinese communism, and in all of these 
countries, a very genuine effective movement to resist it, and as I say, 
on the whole, the year has passed with less losses to Chinese communism 
than seemed at the beginning of the year a considerable likelihood. 
The danger is stil] there. 

Senator Sparkman. I have a good many other questions I would 
like to ask you, but I will yield for the time being. 

The Carman. Mr. Humphrey, have you any questions? 


THE BERLIN SITUATION 


Senator Humpurey. Mr. Secretary, of course, the question that is 
being discussed more and more every day because of its imminence, 
and because of the potentialities of danger, is the Berlin problem, and I 
suppose in broader context the whole German situation. 

[ Deleted. | 

When we say that we should be firm about Berlin, which you 
have said and which the President has said, and which some of us 
as legislators have said—and I think we have pretty much a meet- 
ing of the minds on this—and that we must fulfill our commitments 
to the people of West Berlin, what bothers me is this: What plans 
do we have to meet a situation whereby the Soviets would withdraw 
from Berlin ? 
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I don’t think we ought to underestimate the fact that they might do 
just that. What I mean is that the Soviets may very well turn over to 
the East German Communist regime the Soviet Union’s responsi- 
bility in the West Berlin area 

What do we do then? What is our action to be? 

Secretary Duties. That is a question which I am not able to an- 
swer at the present time, because it is a subject which is being very 
actively considered at the present time among the British, the F ‘rench, 
and the Germans, and ourselves. We have a group which is studying 
what is called contingency planning, and we are considering these 
various alternatives which might arise, and the action which we 
might take in the event of these different contingencies. 

[ Deleted. ] 

Senator Humrnrey. Are you of the opinion, Mr. Secretary, that 
the Soviets, Khrushchev in particular, might hold back on this deter- 
mination to withdraw from Berlin within 6 months if negotiations 
were started on a broader base—on the whole broad problem of cen- 
tral Europe and Germany, as such. 

Secretary Duties. I think that is a possibility; yes. 

Senator Humpurey. In other words, he would have to have some- 
thing to hang his hat on, so to speak, to say that the hour of decision 
does not need to be pushed because other things are underway. 

Secretary Dutves. He has already said that this should not be in- 
terpreted as an ultimatum. 

Senator Humpurey. Yes. 

Secretary Durtes. And that is an encouraging interpretation. 
And the United States would be quite prepared to have negotiations 
if they can be of a broad enough character. 

The trouble, at the present time, is that the Soviet Union wants to 
narrow the negotiations down to just discussing Berlin and a Ger- 
man peace treaty and to exclude any discussion at that time, at this 
time, of reunification of Germany, or European security. 

Senator Humpnurey. Yes. 


WAYS TO ACHIEVE GERMAN REUNIFICATION 


This takes me to a comment from your press conference of yester- 
day, I believe, Mr. Secretary. I read the transcript of that confer- 
ence this morning and it was a very informative one, and I wanted to 

ret your views on an interpretation of a point that you raised there. 
n your news conference yesterday you said that free elections were 
not the only way to achieve the unifie ation of Germany. 

Now, again, I am not one who is jumping on that as a point of 
argument. I am just interested in some of your thinking in refer- 
ence to this very delicate problem, because I happen to think that the 
toughest problem we have is the one that you are currently wrestling 
with in the Berlin-German area. What did you have in mind, Mr. 
Secretary, by that general comment? 

Secretary Dotzes. I was asked a question as to whether or not Ger- 
man reunification could, in my opinion, be brought about other than 
through free elections, and I gave, which I think is the only possible 
answer, which is the fact, that it is possible to conceive of reunifica- 
tion by other means. 
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I do not have in mind, actually, any other means than free elections, 
because that seems to me the logical way, and as I pointed out, it is 
the agreed way. We agreed with Bulganin and Khrushchev at 
Geneva in July of 1955 that the reunification of Germany should be 
effected by free elections, and that is the agreed formula. 

But it would not be possible to say that conceivably there could 
not. be reunification by other means. We all know that reunification 
in other areas has been accomplished by other means. 

The unification of this country, of our States into the Federal Union 
was not accomplished by free elections. It was accomplished by legis- 
lative action of different States. There was a reunification in 1865 
that was not accomplished by free elections. 

Nations or areas can adhere to another state without there neces- 
sarily being an election. We did not have an election in the United 
States to decide whether Alaska would join or not. There was an elec- 
tion in Alaska, but there was not an election in the rest of the United 
States, and from the theoretical standpoint, one can conceive of other 
means whereby Germany might be reunified, and it is conceivable that 
some other method might be worked out, but I do not have in mind 
at the present time any other method, and I think that one of the 
dangers of a press conference is that a remark of that kind is some- 
times built up out of proper proportion, and I think this has been 
built up out of proper proportion bateeee we could not, at the present 
time, contemplate abandoning the concept that the free and proper 
method in this case is by elections. 

Senator Humrnrey. I personally think your comment was con- 
structive. I think it gave usa little more maneuverability, particularly 
before Mikoyan’s visit with you. 

[Deleted.} 


ENCOURAGING GREATER USE OF INTERNATIONAL COURT OF JUSTICE 


Senator Humpurey. Digressing to just a simple question in refer- 
ence to your statement, Mr. Secretary, you said the following: 

As the President said last week in his State of the Union address, we envisage 
further steps to encourage the greater use of that Court— 
referring back to the Interiational Court of Justice. 

Is the administration planning on submitting any particular pro- 
posals to the Congress on this? I refer, for example, to the Connally 
amendment, of some years ago, which limited the jurisdiction of the 
Court insofar as our country was concerned. 

Secretary Duties. We are giving very serious consideration to sub- 
mitting—lI think it will go to the Senate, probably, not to the Congress, 
a possible revision of the Connally—so-called Connally—rider, which 
would perhaps somewhat broaden our obligation toward the Court. 

There hasn’t been a final decision reached on precisely what we will 
do there, but that is what we are thinking about. 

Senator Huxrurey. I had the staff do some research work for me 
on this, and I will discuss it later on with Mr. Macomber, and indicate 
what some of us have had in mind about it. 
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CANADIAN PROPOSAL 


The final question that I have, Mr. Secretary, relates to this matter 
of economic competition. 

There is much that we could ask about it, but we have received some 
indication from you this morning which is reassuring and gratifyin 
on the matter of dumping. I would like to tie in with this a proposa 
that the Prime Minister of Canada just offered—I believe it was in 
a speech in the New England States—where he indicated that it would 
be appropriate at this time for the United States and Canada, and 
possibly other nations, to make a sort of declaration of democratic 
goals. He had in mind what you might call an updated Atlantic 
Charter, with reference to the underdeveloped areas of the world, and 
the rising nations of the world, a kind of general manifesto, so to speak, 
of our ideological and idealistic purposes in current foreign policy. 

Whether Mr. Diefenbaker had talked to you on that, of course, I 
do not know. 

What is your view of it? 

Secretary Duties. He had not talked, previously discussed that, 
with us. I do not think I would want to give an offhand opinion on. 
that. I would like to study ita little more closely. 

The general concept is appealing. One has always to be aware of 
the fact that there is deep-seated suspicion on the part of many of 
these newly liberated countries, that we are using or we tend to use 
economic process as a way of reestablishing control, and the question 
of the form and manner of such a declaration would assume very 
great importance in my mind. 

Deleted. | 

Senator Humpurey. Thank you very much. This has been a very 
interesting statement of yours this morning and I am going to yield 
because other Senators may have questions. 

The CuarrmMan. Mr. Mansfield, do you have any questions? 

Senator Mansriexp. No. 

The Cuarman. Mr. Morse? 

Senator Morse. Three quick questions, Mr. Secretary, but before I 
ask them, I want to make a personal comment to tell you how pleased 
I am to see you in such good health, and to express to you my hope 
that you take care of it. 

Secretary Duties. Thank you very much. 

Senator Morse. It is gratuitous on my part when I say I don’t think 
you always do that. 

Secretary Duties, Well, it is very welcome from you. 





INTERNATIONAL COURT OF JUSTICE 


Senator Morse. May I now make a very fast remark to my friend 
from Minnesota and to you, too, as the author of the World Court 
Resolution 45. I would be very glad to consult with you with regard 
to the Connally amendment, because I am afraid that meanings are 
being read into the Connally amendment that no good international 
lawyer would agree to. And I think we had better go to some inter- 
national law principles before we start playing around with the Con- 
nally resolution, because you might create a problem with it that you 
do not need to create. 
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I didn’t like it at the time, but it does not mean what the press has 
been attributing to it as a m: itter of international law. 


SITUATION IN CUBA 


Now, Mr. Secretary, as you know, as chairman of the Latin Ameri- 
can Subcommittee, I have been very much disturbed about the discus- 
sions in Cuba. 

I happen to think Castro simply played into the hands of his 
enemies. But be that as it may, I think that anything that we can do 
that would save a single life in Cuba would be the humane thing for 
the United States to do. 

I noticed that in your press conference yesterday you were asked 
if you had made any representations, and I think I paraphrase you 
correctly when I state you said that to date you had not. You didn’t 
think we had all the facts yet. 

I wonder if it wouldn’t be very wise for us, through our Embassy, 
to reaffirm the policy of the United St: ites in support “of judicial proc- 
esses, because this statement of Castro in the press today would seem 
tovindicate that although he supposedly has ordered a cessation of the 
executions, he nevertheless is alibiing for them, and gives indication 
that they will possibly continue in the future, even in front of tele- 
vision cameras, which I thought was about as barbaric a statement as 
I have heard in a long time. 

Is our Embassy in Havana making any representations or plans to 

make any representations against this kind of brutality ? 

Secretary Duties. In my statement yesterday I said what you refer 
to. I did go on to say that we very much hoped that the new govern- 
ment, which carried the hopes and aspirations of the C uban- people 
for a new era of liberty and freedom, would in fact turn out to be a 
government of law and order and justice. 

We have not made any 2: pens emg partly because we do not 
have sufficiently authentic information about these affairs to perhaps 
justify specific representation. 

I have, however, had a talk about this situation with the President, 
and I had a talk about it yesterday afternoon, and we are giving the 
matter very careful consideration. ‘[ Deleted. ] 


APPOINTMENT OF A NEW AMBASSADOR TO CUBA 


Senator Morse. That leads me to my next question: What progress 
is being made in the appointment of a new Ambassador to Cuba, be- 
‘ause it seems to me it is so important we get someone down there who 
can represent us in this matter, and others. 

Secretary Dutxes. That matter is moving ahead very rapidly. 

Senator Morse. Could you tell us whether or not you are giving 
consideration to the possibility of appointing a career diplomat? 
You would be surprised at the number of wires I am receiving from 
all over the United States, in my capacity as chairman of this sub- 
committee, urging the appointment of a career diplomat. 

Secretary Duties. I think it is highly probable that the recom- 


mendation to the Senate will be to appoint a career diplomat. 
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POSSIBLE INTER-AMERICAN COOPERATION ACT 


Senator Morse. My last question is: How would you react to a sug- 
gestion that the Latin American portions of the Mutual Security Act 
be put into a separate Inter-American Cooper: ation Act, thus empha- 
sizing by congressional consideration our special concern about Latin 


America % ; 
Secretary Duties. I would want to give more thought to that, 


Senator, before answering. We will have before the Congress in the 
near future a program to support this newly created Inter-American 
Bank. It may be that that will adequately meet your concern without 
the other action. 

Senator Morse. It may be. 

I close, Mr. Chairman, by only saying to the Secretary that I 
want you to know that I will cooperate in any manner that you think 
will help strengthen our relations with Latin America, such as the 
impleme ntation of Milton Eisenhower's excellent re port. 

Secretary Duties. Yes 

Senator Morse, And anything I can do through my subcommittee, 
please call upon me to do it. 

That is all, Mr. Chairman. 

The Coarrman, Thank you. 

| Deleted. | 

Secretary Duties. Am I excused, Mr. Chairman ? 

The CHatrman. Mr. Secretary, we want to thank you heartily. 
You have been very patient. 

Secretary Dutxes. Indeed I think this is going to be a very inter- 
esting series of heari oe you have inaugurated. 

The Cuamman. I do not think I need to remind anybody that this 
is all off the record. 

Secretary Duties. But it is agreeable that I can release my formal 
statement ¢ 

The CuHatrMan. Yes; your preliminary statement. 

Secretary Duties. Yes. 

The CnHatrman. If there is no further business, the meeting 


adjourned. 
(Whereupon, at 12:05 p.m., the committee was adjourned.) 


+ 
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WEDNESDAY, JANUARY 21, 1959 


U.S. SENATE, 
COMMITTEE ON ForEIGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to adjournment, in the committee 
room, U.S. Capitol Buil ing, at 10:05 a.m. , Senator Theodore Francis 
Green (chairman) presiding. 

Present: Senators Green, Fulbright, Humphrey, Morse, Gore, 
Lausche, Church, Wiley, Hickenlooper, ‘Aiken, and Carlson. 

The Cuairman. The meeting will please come to order. 

Under Secretary Dillon, we are very glad to see you here. I think 
you are anxious to proceed with the hearing, and we are, too. 

Iam sorry tosay we do not yet have a quorum here, but I do not know 
that any action will be called for while you are here, so we can pro- 
ceed now. One reason why all the members are not prompt is that 
we have so many meetings and they are so long. 

Will you kindly proceed ? 

Senator Witey. Mr. Chairman, before the distinguished statesman 
from the other end of the Avenue comments, I think that I owe a 
comment in relation to these three smiling countenances that have 
joined us, the distinguished Democratic Senators over there, and this 
Republican over here. I think they are great additions to our 
committee. 

PURPOSE OF HEARINGS 


The CHarrman. The members of the committee will recall that you, 
Mr. Secretary, are here in response to my letter to the President in 
which I asked that the testimony of the Secretary of State be sup- 
plemented by testimony concerning our economic relations with the 
rest of the world. 

Specifically, I requested that we be informed about the domestic 
impact of U.S. aid programs, the relationship between trade and 
foreign policy, Soviet bloc activities in trade and aid, and probable 
areas of U.S. initiative in 1959. 

I know we all remember with great pleasure your past appearances 
here, and we are confident you will maintain your high reputation 
for frankness and judgment. 

Anticipating that we shall have time for questions after hearing 
a statement from you, I wish to request each of my colleagues to 
limit inquiries to a 5-minute period until all have had an opportunity 
to speak. 

Now, Mr. Secretary, will you proceed in your own way? 
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STATEMENT OF HON. C. DOUGLAS DILLON, UNDER SECRETARY OF 
STATE FOR ECONOMIC AFFAIRS 


Mr. Dion. Mr. Chairman, I have with me a prepared statement 
which is available, if the committee so desires, to be made public after 
the hearing. I thought that if it were satisfactory to the committee 
I would only, in view of the time problem, read those portions of 
the statement that are particularly appropriate, and cover the rest 
orally and somewhat briefly, myself. 

The Cuatrman. If you prefer to do it that way, it is agreeable 
to the committee. 

(Mr. Dillon’s prepared statement is as follows :) 


STATEMENT OF Hon. C. Dougeias DILLon, UNDER SECRETARY OF STATE FOR 
ECONOMIC AFFAIRS 


Mr. Chairman and members of the committee, in the letter which your dis- 
tinguished chairman addressed to the President, he asked for a discussion of 
the state of our economic relations with the rest of the world and also suggested 
four specific topics for discussion. 


THE BROAD RANGE OF ECONOMIC FOREIGN POLICY 


Since the economic matters directly involved in our international economic 
relations cover an immense range, I will limit what I have to say to the main 
objectives of our foreign economic policy, the major elements of the interna- 
tional environment in which it operates, and its more important instruments 
affecting the achievement of our national purposes. 


THE MAIN OBJECTIVES OF ECONOMIC FOREIGN POLICY 


Secretary Dulles spoke to you last week of the basic purposes of our foreign 
policy: To build a stable world order, to seek general acceptance of the idea of 
the dignity and freedom of the individual, to encourage the rapid economic 
growth of free nations—to the end that independence shall become more secure; 
and that cultural and spiritual development may flourish. Our foreign economic 
policies are, of course, intended to help achieve these goals. 

They have two main objectives: 

First, to strengthen the economy of our own country—the traditional purpose 
of foreign economic policy. We wish to assure the availability of needed for- 
eign materials, to enlarge the market for our own products, and to make it easier 
for Americans to do business and visit abroad. 

Our interdependence with our free world neighbors is increasing as our 
economy expands. The successful achievement of this first objective of our 
foreign economic policy is imperative to our continued and growing prosperity. 

The second main objective of our economic foreign policy is of more recent 
origin—to promote the economic strength and cohesion of the free world. We 
know of course that prosperity and rising living standards in other nations help 
to strengthen our own prosperity. I believe also that as a nation we are 
grateful for the freedoms and high standards of living we have achieved, hence 
that we feel a moral duty to help others in their own efforts to progress. In 
addition it is of the highest political importance that the people of the newly 
emerging countries succeed in their struggle to raise their standards of living 
while maintaining freedom and independence. 

Despite the progress being made in many of the newly developing nations we 
are helping, it is sobering to reflect that many of them still can provide no more 
than the barest subsistence for their people. 


THE COMMUNIST ECONOMIC OFFENSIVE 


As we work toward these objectives we must take account of the Sino-Soviet 
economic offensive. I would like now to describe briefly the progress of this 
offensive during 1958. 
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SOVIET CREDITS DURING 1958 


Sino-Soviet bloe credits and grants to underdeveloped free world countries 
during the last year totaled about $1 billion—a dramatic acceleration of the 
tempo of the drive. The total of bloc assistance since 1954 (excluding “post- 
poned” credits to Yugoslavia) now amounts to about $2.4 billion. Economic 
credits and grants are in excess of $1.6 billion while military aid is about $800 
million. Of this total 25 percent have already been fulfilled by deliveries. 

The principal recipients of bloc aid have been the United Arab Republic 
(Egypt and Syria), Indonesia, India, Yugoslavia, and Afghanistan, each of 
which has received credits of over $150 million. These countries account for 
82 percent of the total bloc credits extended, with the remainder going to 12 
other countries. 

Among the more significant bloc credits extended during 1958 were the 
Soviet $100 million credit to the UAR for construction of the first stage of the 
Aswan Dam and a $100 million Soviet credit to Argentina for the purchase of 
petroleum equipment. 

Commitments by the Soviet Union, which are now $1.6 billion, account for 
three-quarters of the economic and 45 percent of the military assistance which 
has been extended by the Communist bloc. Satellite credits, extended mainly 
by Czechoslovakia and Poland, total $650 million. Communist China has pro- 
vided $120 million, about half in grant form. All of the Chinese Communist 
assistance has been economic. 

These totals fall far short of U.S. aid on a worldwide basis. But Soviet aid 
is not directed at helping a wide range of nations. It is directed at penetrating 
a carefully selected few. If bloc and United States aid in Soviet target areas 
are compared, the scope of the Sino-Soviet effort is more apparent. In 16 
strategically located countries, the bloc has in the last 314 years committed $1.6 
billion in economic assistance compared to $3.3 billion provided by the United 
States. 





BLOC TRADE DURING 1958 


During the past year the number of bloc trade and payments agreements with 
underdeveloped countries increased from 145 with 28 countries at the end of 
1957 to 173 with 31 countries at the end of 1958. Both Soviet and satellite trade 
negotiating delegations were very active throughout the year and were extremely 
quick to exploit new opportunities as soon as they appeared. An East German 
trade delegation visited Guinea within a few weeks after it had declared its in- 
dependence from France. Soviet and satellite commercial negotiations with 
Iraq have been so rapid that at the end of 1958 trade agreements were either 
concluded or almost concluded between Iraq and the U.S.S.R., East Germany, 
Czechoslovakia, Poland, Hungary, Rumania, and Communist China. 

Bloc trade with the less developed countries during 1957 was $1.7 billion, 
more than double the value of such trade in 1954. Data for the first half of 
1958 indicate a continuation of this upward trend, atlhough at a slower rate 
due in part to the drop in world prices of basic raw materials. 

The year 1958 has also shown four other new elements in the bloc trade 
offensive : 

1. The use of trade as a political weapon against the independence of Finland. 
By arbitrarily refusing to renew contracts for imports from Finland vital for 
Finland’s economy, the Soviet Union brought about the fall of a Finnish cabinet 
it found objectionable. In the same way the Soviet Union tried to discipline 
Yugoslavia by “postponing” $300 million of bloc credits and delaying deliveries 
of essential commodities such as coal. 

2. A series of activities which caused serious disruption of the economies 
of other nations. These included sales of tin and aluminum by the Soviet Union 
and the large scale dumping of textiles by Communist China in southeast Asian 
markets. 

3. A declaration by the Soviet representative at the Afro-Asian Conference in 
Jairo in December that the U.S.S.R. would sell agricultural and industrial 
products for local currencies. 

4. Stepped up talk about huge increases in trade with the industrialized coun- 
tries—particularly Khrushchev’s proposal to the United States. We would, of 
course, be glad to see an increase of peaceful trade with the Soviet Union, as 
President Eisenhower said in his letter to Mr. Khrushchev of July 14, 1958. 

I repeated this to Mr. Mikoyan when I saw him on Monday, and I suggested to 
him some of the things the Soviet might do to promote increased trade. I was 
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disappointed to find that he evinced not the slightest interest in any increase 
in trade except on his own terms, which would require both the repeal of the 
congressional prohibitions on most-favored-nation treatment for the Soviet Union 
and on the importation of Russia furs and the grant of large-scale long-term 
credits to cover Soviet purchases. 

We must also realize that the purpose of the Soviets is to procure the advanced 
types of critical and industrial equipment they need to hasten their industrial 
development. The Soviet exports offered in exchange for these imports are 
primarily industrial raw materials and fuels which will compete with our reg- 
ular sources of such commodities many of them in less developed nations with 
which we already have established patterns of trade. 


BLOC TECHNICAL ASSISTANCE 


Bloc technical assistance to less developed countries also showed a sharp 
increase in 1958. During the last 6 months there were some 4,000 technicians 
from the Soviet bloc working for 1 month or more in 17 underdeveloped countries 
of the free world. About 2,800 of these were in the economic field and 1,200 in 
the military. The 2,800 economic technicians represented an increase of 1,200 
in the past year and compares with a total of 4,600 U.S. technicians in the same 
general area—Asia and Africa. Nearly 85 percent of the Soviet bloc techni- 
cians were concentrated in five countries: Egypt, Syria, Afghanistan, India, and 
Indonesia. 

One significant factor has emerged clearly—the ability of the bloc to provide 
on short notice substantial numbers of engineers and other aid personnel. This 
has impressed foreign governments and officials. The Soviets have been aided 
in obtaining technicians by one great advantage which we do not have—the 
ability to order technicians to service in distant areas at a moment’s notice. 

The best information available is that bloc technicians are generally well quali- 
fied in the fields of their specialities, that they are respected by their counter- 
parts in the areas in which they serve, and that they conduct themselves per- 
sonally in a manner that has given rise to few complaints. At the same time, we 
should realize that they are not superhuman. They do not in most cases speak 
the local languages and they do not mix with the people. 


THE TOOLS OF ECONOMIC FOREIGN POLICY 


To meet the Soviet challenge and to give reality to our own effort to help the 
people of the newly developing nations in their attempt to fight their way out 
of the bitter slavery of poverty, ignorance, and disease, we must marshal all 
the peaceful tools of trade and aid available to us. I should like to review 
briefly what these tools are and how we recommend they be strengthened in the 
coming year. 

The basic instrument is, of course, trade. Last year the Executive recom- 
mended and the Congress approved a realistic long-term extension of the Trade 
Agreements Act—a great stride toward keeping our own markets open to our 
free world friends and developing wider opportunties for our exports. We are 
also working with other countries to expand trade through the operation of the 
General Agreement on Tariffs and Trade—GATT—and to create and maintain 
a sound financial basis for trade through the International Monetary Fund—IMF. 

The greatly enlarged volume of world trade and foreign exchange transactions 
since the IMF was established requires that its total resources be enlarged by 
increasing the quotas of member countries. The Executive Board of the Fund 
has recommended that the increase should be 50 percent of present quotas—or 
$1,375 million for the United States. The gold portion of the United States 
increase would be $343.75 million and the remaining $1,031.75 million would in 
effect be made available in non-interest-bearing demand notes which could be 
presented by the IMF to the Treasury as dollars are required. 

Three new developments in the field of trade and finance have occurred in 
Europe this past year which are of great significance. One is the entry into 
force of the Treaty of Rome establishing a European Economic Community 
which promises to expand intra-European trade to the benefit of all. The second 
is the formation of Euratom, a dramatic step in the European integration move- 
ment. The United States, with congressional approval, has already undertaken 
jointly with Euratom a major program to construct six or seven power reactors 
in Europe. The third significant development is the move toward convertibility 
of currencies on the part of the United Kingdom, France, Germany, and other 
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European countries which took place at the end of 1958. This is a landmark 
in international financial policy which should have increasingly beneficial effects 
on world trade and investment. 

A second major element in our economic foreign policy is the promotion of the 
economic development of the less-developed areas. In furthering this objective 
we give primary emphasis to private investment and the means of encouraging 
its rapid expansion. Only with the help of private investment can we provide 
the magnitude of capital and skills needed for rapid development. Thus far, 
however, it has been very small in some important areas where it is most needed. 
To encourage investment, the ICA has steadily expanded its investment guar- 
antee program. We are also actively engaged in two studies to determine how 
private investment may be increased—one through the Business Advisory Com- 
mittee of the Department of Commerce; the other pursuant to the direction of 
the Congress to study this question. The President has stated his intention of 
submitting legislation on this subject to the Congress. 

We can hope that private investment will flow in the amounts needed. But, 
meanwhile, progress cannot be delayed. And private investment cannot under 
any circumstances be expected to provide capital for many basic facilities, such 
as roads, harbors, and irrigation projects, fundamental to the development of 
industrial activities which might be the subjects of private investment. There- 
fore, we must proceed with public financing for development. 

The basic international institution for this purpose is, of course, the Inter- 
national Bank for Reconstruction and Development, or World Bank. The Bank 
has the special virtue that it draws on both public and private resources and 
from the entire free world. The effective work of the World Bank is outstrip- 
ping its available capital. The Executive Board of the Bank has, therefore, 
proposed that the present subscriptions should be increased by about 100 percent. 
The United States would add another $3.175 billion to its existing guarantee of 
the Bank’s bonds. No cash outlay would be required, except in the most unlikely 
event that the Bank might need to call on its guarantee funds to protect its 
bondholders. 

The U.S. Government is now considering the practicality of establishing a new 
affiliate of the World Bank—the proposed International Development Associa- 
tion. This Association, if it receives broad international support, would provide 
a means whereby other countries as well as the United States could furnish 
capital for development to be repayable in local currencies. The IDA is now 
under active consideration by a number of governments. 

The Export-Import Bank has made an outstanding contribution to the expan- 
sion of trade and to economic development. Its capital was increased by $2 
billion last year and it can be expected to have an even more valuable effect in the 
future. 

For many years our Latin American neighbors have urged the establishment 
of a special lending institution for this region. We have now agreed to join 
such a bank designed to support Latin American economic development, to serve 
as an instrument for genuinely inter-American economic cooperation and to 
operate on principles which would inspire confidence in its soundness. This 
Bank would primarily make loans repayable in the currencies lent (or so-called 
hard loans) but could also make loans repayable in the currency of the borrower 
(or so-called soft loans). The United States, under the leadership of the Treas- 
ury Department, is now actively engaged in negotiations with the other American 
Republics on the charter of the proposed inter-American development institution. 
The proposal submitted by the United States for discussion calls for a total 
capital of $850 million, of which paid-in contributions would be $250 million 
by the United States and $300 million by the other members. These paid-in con- 
tributions would be made in installments. The remaining $300 million, of which 
the United States would provide $150 million and the Latin American countries 
$150 million, would constitute guarantees to be used only if necessary to pay off 
any bonds which the Bank might issue. 

A most heartening development of the past year has been the increased effort on 
the part of our European allies, Canada and Japan in the field of development 
financing. Germany has made substantial credits to India, Turkey, and Greece. 
The United Kingdom has made very large sums available to India and also has 
extended credit to Turkey. Italy is prepared to make credits in the Middle Hast 
and Canada has increased her Colombo plan grants by 50 percent. Japan has 
begun to play an important role in Asian development. These actions by our 
friends and allies are most welcome. 








32 UNITED STATES FOREIGN POLICY 


Our final tool in this area which gives us the needed flexibility to handle diffi- 
cult situations is, of course, the mutual security program. One of the most 
important elements of our mutual security effort is the Development Loan Fund, 
created in large measure as a result of the study made 2 years ago by this 
committee. 

The DLF, for which the President originally asked, and this committee author- 
ized, $2 billion in capital over a 3-year period, has thus far received appropria- 
tions of $700 million. It is now finishing its first year of actual operations. It 
has received about $2.9 billion in requests from foreign nations for loan assistance, 
As of today it has committed for a variety of key projects in 31 countries all 
but $48 million of its total resources. By the end of this month it will be effec. 
tively out of funds with a backlog of over $1.7 billion of screened requests for 
loans on hand. 

It is obvious that such a key institution of U.S. policy cannot be allowed to 
close its doors. The executive branch will therefore ask for a supplemental 
appropriation of $225 million to carry it forward until the $700 million of new 
capital requested for fiscal year 1960 becomes available. The total of these two 
requests will allow a future rate of lending no higher than that already attained 
in the first year. 

The Agricultural Trade Development and Assistance Act, Public Law 480, also 
provides valuable help to less-developed countries. Selling our surplus foods and 
fibers for the currencies of the buying country helps provide strength and encour- 
agement to hungry, ill-clad people. Also, a large part of these local currencies 
is made available for loans to finance development projects in participating 
countries. 


THE MUTUAL SECURITY PROGRAM AND OUR OWN ECONOMY 


You have asked me to comment on the effect of the mutual security program on 
our own economy. Iam glad to do so because there is much misunderstanding— 
though there should not be because your own committee 2 years ago commissioned 
n most thorough study of this subject. We found the study which was made 
by the National Planning Association at that time to be so valuable that we 
arranged last spring to have it brought up to date. 

Four facts emerge: Foremost is that unless we are able to achieve the basic 
national security objectives which the mutual security program is designed to 
help attain, it will be impossible to maintain our own economic health and military 
strength. Many of the nations we are assisting provide the imported commodi- 
ties essential to our economy. Curtailment of access to them would lower our 
standard of living and make our defense burden far more costly. 

Second, the contribution which the mutual security program makes to the 
economic health and development of the free world has a direct and im- 
portant effect on our own prosperity and progress. BWconomic history plain- 
ly shows that the higher the stage of economic development of other free 
world countries, the greater the benefit to the U.S. economy as a whole. Thus, 
over the past 22 years, with the expansion of the free world economy, U.S. 
exports have multiplied sevenfold from a prewar average of $2.9 billion to 
$20.6 billion in 1957. United States imports in the same period have increased 
fivefold from $2.5 billion to $12.9 billion. Vast potential markets lie in the 
newly developing areas. This enlarged trade will exceed many times the 
cost of our assistance to them now. 

Third, aid expenditures have had a beneficial effect on U.S. production and 
employment. Under the mutual security program and predecessor programs 
through fiscal year 1958 $26.5 billion or 76.3 percent of the total was spent 
directly in the United States. Another $8.2 billion was spent for procure- 
ment in friendly countries which first helped their economies and then in- 
creased their imports from the United States. The National Planning Asso- 
ciation study estimated that mutual security funds resulted in the employ- 
ment in 1957 of 530,000 people in the United States on an average full-time 
basis, or 715,000 if Public Law 480 commodities are also considered. 

Fourth, there is no doubt the United States economy can bear the cost of 
this program—quite aside from the fact that not to have it would be intoler- 
ably more costly to us. For example, the total mutual security appropria- 
tion for fiscal year 1959, amounting to $3.3 billion, is only 0.75 percent of the 
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estimated U.S. gross national product. Excluding the military assistance funds, 
mutual security funds for all economic purposes amount to about two-fifths 
of 1 percent of our gross national product, or less than we spend for jewelry or 


cosmetics. 

Of course, this is but one of many yardsticks against which to measure 
the ability of the United States to bear the cost of foreign aid. We have con- 
sidered the program in the context of our domestic and foreign economic ob- 
jectives and our domestic fiscal and economic situation. We are convinced 
that the program we have outlined is sound and that it is essential for the 
continued progress of the free world and the United States. 

These are the broad outlines of our economic relations with the rest of the 


world. 

Mr. Ditton. I thought that I would start on page 2 with the Com- 
munist economic offensive and go through that part, because it has 
a good bit of factual material in it. 

"The Cramman. The part entitled “Soviet Credits During 1958?” 

Mr. Ditton. It begins “The Communist Economic Offensive, So- 
viet”—that is right. But the whole statement is offered for the 


record. 
The CnHatrman. Yes. Youmay proceed. 


SINO-SOVIET BLOC CREDITS AND GRANTS 


Mr. Dit10n. I would like now to describe briefly the progress of 
this offensive during 1958. 

Soviet credits during 1958: Sino-Soviet bloc credits and grants 
to underdeveloped free world countries during the last year totaled 
about $1 billion—a dramatic acceleration of the tempo of the drive. 
We have a chart here. (The chart below was shown.) 
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The total of bloc assistance since 1954, excluding postponed credits 
to Yugoslavia, which amounted to about $300 million which were 
at one time given and have since been withdrawn, now amounts to 
about $2.4 billion. Economic credits and grants are in excess of 
$1.6 billion, while military aid is about $800 million. Of this total 
25 percent have already been fulfilled by deliveries. 

Now, you may recall that last-——— 


RECONCILIATION OF FIGURES 


The Cuairman. Do you prefer not to have any interruptions for 
questioning ? 

Mr. Ditton. As you wish, Mr. Chairman. I wanted to compare the 
figures shown on this chart with the figures I gave last year, which 
are somewhat different. I thought you ought to have the reasons for 
the difference. 

I appeared ne this committee and we had quite a discussion of 
this subject last year, at which time I gave a total figure of $1.9 billion 
for bloc aid. If you add to this 1957 figure this $1 billion in 1958, it 
would appear to. make a total of $2.9 billion, where the actual total as 
of now 1s only $2.4 billion. This is a discrepancy vy of $500 million. 
I want to explain that discrepancy. Three hundred million dollars of 
it arises from the postponement or withdrawal by the Soviet Union 
and the satellite countries of credits to Yugoslavia. ‘These have been 
eliminated from this current. total. 

The second large item in this discrepancy is a total of about $140 
million of downpayments made almost entirely on arms deals. We 
found, which we did not know at the time I met with you last year, 
that many of the Soviet arms deals have a downpayment. 

These average downpayments have averaged about 20 percent; they 
have gone as high as 33 percent in some, and as low as 5 in others. 

Senator Lauscne. Downpayment by whom ? 

Mr. Ditton. By the recipients. They paid cash to the Soviet 
Union. 

So, in other words, the total amount of “credits” announced were 
not all a credit, because a part was a downpayment. 

So we took the $140 million of downpayments out, which comes to 
$440 million of this difference of about $500 million in these figures. 
The other $60 million—$63 million to be exact—represents other can- 
cellations. The largest of these—practically the entire amount—was 
the cancellation or the disappearance of the military agreement 
between Czechoslovakia and Ev pt for $56 million of military 
equipment. 

The CuamMan. This does not appear in the prepared statement. 

Mr. Diti0on. No, not this detailed explanation of the et dis- 
crepancy between these figures and those I gave you last year. This 
is just to show the reconciliation of these figur es and the { ‘eat that 
were given last year. But these figures are correct, to the best of our 
knowledge. 

There also has been a certain amount of shifting from one year to 
another, because we have on later information found some contracts 
had been made earlier than had been announced, and some were not 
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consummated until a somewhat later date, which made some shiftings 
between years. 

Since the Soviet Union does not operate on the same sort of budget- 
ary procedures that we do, they obviously are free to jump around 
between individual years, and they may not necessarily, in 1959, keep 
going at this same pace that they went in 1958, but the 1958 figure is 
indicative that they are still pressing their program very hard. 


ACTUAL DELIVERIES 


Senator Witry. How much of the credit that they have given has 
been fulfilled by delivery ? 

Mr. Ditton. About 25 percent of the total of this has already been 
delivered. 

Senator Witry. You mean of the $1.9 billion ? 

Mr. Ditton. No, the $2.4 billion, up to date. About $800 million 
of it is military, and about $1.6 billion is economic. 

Deliveries in military have been somewhat larger proportionately 
to the economic, because the military stuff is ready and they just put 
it on a boat and generally send it, whereas the economic is building 
dams and roads, and things like that which take longer, but they 
are moving right ahead. 

Senator Wier. In all of these deliveries are there strings attached 
which have a tendency to make the recipient countries obligated in 
terms of cooperating with the Soviets or joining with them, or 
having some kind of agreement with them ? 

Mr. Ditton. Not as part of the agreement, Senator. However, we 
have seen what the Soviets did with Yugoslavia. When a country 
differs with them politically in a way that they think is important 
to them, they are perfectly willing just to cancel or postpone indefi- 
nitely credits which they have given and theoretically were going to 
go right through. 

In the case of Yugoslavia, plants were even half built and they 
just stopped and nothing more was delivered. 

Senator Writer. Has any of the petroleum equipment been deliv- 
ered to Argentina? 

Mr. Ditton. That contract was signed rather recently—only a few 
weeks ago. Nodeliveries of equipment have been made. 

Senator Cuurcn. These figures do not relate at all to aid that may 
have been extended to Communist China ? 

Mr. Dimon. They do not relate to any aid that may have been 
extended to any of the Communist countries, such as North Korea, 
North Vietnam, or Communist China. 

Senator Cuurcn. Or the satellite countries? 

Mr. Ditxo0n. Or the satellite countries—which, of course, is very 
Jarge when you try to compare it with our aid programs. Bloc aid 
shown on these charts cannot be compared with our overall aid pro- 
grams, because our aid programs include the military aid we give to 
our close allies, which is comparable to what they give to their satel- 
lite countries and these other countries. 
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Senator Wirey. Does the United States take the position that by 
the Soviet bloc fulfilling or delivering or contracting to give this 
$2.4 billion, that we lose the opportunity to deliver part of our own 
products and that we lose allies, or defense opportunities in certain 
parts of the world? Ordinarily, I suppose that if it were not for the 
Kremlin’s attitude, we would be glad that they were aiding these 
backward nations, but I would like to get on the record just. what 
your philosophy is about it, as to whether in meeting this head on we 
get somewhere, or whether we are simply being pulled into an 
overall giveaway proposition ? 

The CuHarrman. Mr. Secretary, would you prefer to have these 
questions and similar ones deferred until you finish your statement? 

Mr. Ditton. Whatever you prefer, Mr. Chairman. I can answer 
them either way. 

The Cruarrman. I had hoped that the members of the committee 
would, so far as possible, defer their questions until you finished your 
statement, because some of them would be answered in the statement 
itself. 

Mr. Dron. This particular one is not, and if you wish, I will an- 
swer this question. 

It is not our philosophy that all Soviet economic aid to less-devel- 
oped countries is bad in itself. We feel that where it does contribute 
to development, without going to the point where it binds the country 
too closely to the Soviet Union by being too large in proportion to the 
country’s needs and their development programs, it is perfectly all 
right. (The chart on the next page was shown.) 
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Such would be the case, certainly, with the Soviet aid to India. Al. 
though it is large in dollar amounts, India is a big country. We cer. 
tainly do not feel that it has any effect in tying India too closely to the 
Soviet Union. 

On the other hand, there are countries where the situation is differ- 
ent. The Yugoslav case isone. The Yugoslavs stood up against the 
Soviets, in any event, but it was a very difficult thing for them. 

There is a figure there of $163 million for aid to Yugoslavia, which 
represents the ‘aid as far as we know is still in effect, of which all but 
about $25 million has already been delivered. But 300 million was 
canceled, so the amount canceled is twice as much as what is already 
there, and it has had very serious effects. 

{ Deleted. ] 

The Soviet aid has been very large also to Egypt and Syria, 
the United Arab Republic. It certainly looks ‘though now as 
if the United Arab Republic is determined to maintain its independ- 
ence and its strength, and has not been led to a place or to a position 
where they are too y much influenced by that aid. 


ELEMENTS IN COMPARING AID FIGURES 


Senator Futsrient. Mr. Chairman, I would like to clarify one 
point. 

In taking an individual case like India or Argentina, this repre- 
sents the total effort of the Russians. In other words, there is no 
nongovernment program, is there ¢ 

Mr. Ditton. No. This is the total effort of the Soviet Union. 

Senator Futsricut. To get a comparable figure of what the United 
States is doing, should you not take both the Government programs 
and the private programs, such as Kaiser building a steel plant, or 
something like that ? 

Mr. Ditton. In answering that I would like to emphasize that com- 
parisons of United States and bloc programs cannot be considered to 
be exact. It is a very difficult thing to get a perfect comparison. We 
have some comparisons later on here but if you want to get a perfect 
comparison, you should add in the private investment. However, it 
is very difficult to get such figures. Also in general throughout the 
Asian countries that are listed there our private investment is not very 
large. Our private investment is somewhat larger in Argentina and 
bids fair to be very much larger there with the new situation that has 
developed in the Argentine. 

In addition, of course, there is assistance from other free world 
countries that presumably should be counted in, if you are trying to 
arrive at a total. This is not meant to,be a comparison of all free 
world aid and investment versus the bloc. 

We title the chart “Bloc economic aid,” with some U.S. compari- 
sons, the idea being to show the bloc aid is a substantial amount— 
not to show that ours is not adequate, or anything of that nature. 


PURPOSES OF BLOC AID 


Senator Lauscue. May I pursue Senator Wiley’s question? What, 
in your opinion, are the principal motivations which have induced 
Russia to develop this aid program since 1954? Can you catalog 
them one, two, three, four, whatever they are ? 
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Mr. Ditton. Well, I think their main purpose in everything they 
do is to work toward their single objective, which is the eventua} 
creation of a Communist world. I think they have different objec 
tives in different countries. In some cases it is to wean them away 
from what they consider is too close a relationship with the United 
States; in other cases I think it is an attempt to draw them by 
massive aid and trade agreements into a close arrangement with 
the Soviet Union where they can really influence them. In other 
cases, such as India, I think it was just to create a feeling in India 
that they were interested in Indian development, because India is 
probably a key country to what happens or is going to happen in 
the future in south Asia and in southeast Asia, and since aid from 
other sources was coming in there, they felt that they could not be 
outside. 

Now, in the case of the Argentine, they may have thought it was 
not quite clear which way the Argentine was going to move. Argen- 
tina had not had very close relations with the United States during 
the Peron era, and I think the Soviet was just attempting to show 
an interest. 

In short, I think their motives in each specific case are tactically 
different, but the overall strategy behind them is to work toward the 
disintegration of free world positions and an eventual creation of a 
situation whereby communism can be extended into these areas. 

The CuHarrman. I would suggest that, if possible, the members of 
the committee defer asking further questions until the Secretary has 
finished his opening statement. Some of them may be answered in the 
course of his statement. 


EFFECT OF U.S. AID ON OUR ECONOMY 


Senator Wier. Mr. Chairman, there is one objection to that. 
When you get into the heart of a problem like this, and wait until 
the end of the statement, you have gone by this particular feature. 

Now, I would just like to ask one more question, relating to the 
U.S. economic aid program which totaled $3,249,000,000 to certain 
countries for the period 1955-58. 

Now, in order to get the picture, I want to know whether or not 
that means also an effect upon our economy whereby we export prac- 
tically $3.3 billion worth of American merchandise. In other words, 
does this money have the effect of creating jobs here and putting 
men to work, or is part of that in currency or credits which do not 

roduce American products for these countries ? 

I think that is very important, because to understand this whole 
problem we have to see it from A to Z. 

Mr. Dizon. That figure could be broken down in that way, Sena- 
tor. It does include all our shipments under Public Law 480; it in- 
cludes all our Export-Import Bank credits which are entirely United 
States; it includes Development Loan Fund credits of which a por- 
tion is spent in the United States, but not necessarily all, and it in- 
cludes ICA grants which are in the same situation, a substantial 
portion are American equipment, but some of them, are not. 

Senator Wixey. Is it true that eventually every credit dollar that 
goes abroad eventually finds its way back as a demand on our own 
economy? Ihave heard that said, and I want to know whether that is 
true. It is a question in these days of creating jobs, of selling Ameri- 
can products and agriculture, and so forth. 
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Mr. Ditton. I think the great bulk of dollars that go abroad do 
serve that purpose, although some of them have in recent years been 
retained to build up the in: iadequi ite monetary reserves of some of the 
major trading countries in Europe. This has en: abled those nations to 
trade more treely—has opened up trade—which is eventually good 
for us, too. But we cannot say that every single dollar that has gone 
abroad has come back immediately. 

Senator Witey. Will you break it down for us / 

Mr. Ditton. We can break it down as well as we can and give it to 
you. 

Senator Witey. Thank you, Mr. Chairman. 

(The following information was subsequently received from the 
State Department :) 

Based on the experience of recent years approximately $2.75 billion = the 
$3.3 billion referred to will be spent directly in the United States for U.S. pro- 
duced goods. These payments will be made to American producers ne will 
be immediately available for expenditure in the American economy. 

Of the remaining sum which will be spent abroad in the first instance, over 
50 percent will be spent for the products of such allied and friendly nations 
as France, Italy, Japan, and Taiwan which are nations running an adverse 
trade balance with the United States and which will thus have these dollars 
added to their limited dollar resources needed immediately for expenditure in 
the United States to purchase exports produced by our farms, mines, and in- 
dustries. The somewhat less than half of the initial foreign expenditures 
will be spent in such other countries as Germany and the United Kingdom where 
a portion of them may be held as dollar reserves for a short period, but the 
greater part even of these dollars also will sooner or later be spent for U.S. 
exports. 

RECIPIENTS OF BLOC AID 


Mr. Ditton. To go back to the second chart, the principal recipients 
of aid have been the United Arab Republic, India, Indonesia, Yugo- 
slavia, and Afghanistan, each of which has received credits of over 
$150 million. These countries account for 82 percent of the total 
bloc credits extended, with the remainder going to 12 other countries. 
The chart lists all the countries which have received bloc economic 
and military credits and grants. 

Among the more signitic ant bloc credits extended during 1958 were 
the Sov iet $100 million credit to the United Arab Republic for con- 
struction of the first stage of the Aswan Dam, and a $100-million 
Soviet credit to Argentina for the purchase of petroleum equipment. 

Commitments by the Soviet Union which are now $1.6 billion 
account for three-quarters of the economic and 45 percent of the 
military assistance which has been extended by the Communist bloc. 

Satellite credits extended mainly by Czechoslovakia and Poland 
total $650 million. 

Communist China has provided $120 million, about half in grant 
form. All of the Chinese Communist assistance has been economic. 

These totals fall far short of U.S. aid on a worldwide basis. 


STRATEGIC DIRECTION OF BLOC AID 


Soviet aid is not directed at helping a wide range of nations; it is 
directed at penetrating a carefully selected few. 

The next chart is the one I have mentioned before—which compares 
bloc and U.S. aid in Soviet target areas. It makes the scope of the 
Sino-Soviet effort become more apparent. (The chart on the next 
page was shown. ) 
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In 16 strategically located countries, the bloc has in the last 314 
years committed $1.6 billion in economic assistance, compared to $3.3 
billion provided by the United States. 


BLOC TRADE ACTIVITIES DURING 1958 


I turn now to bloc trade during 1958. 

During the past year the number of bloc trade and payments agree- 
ments with underdeveloped countries increased from 145 with 28 
countries at the end of 1957, to 173 with 31 countries at the end of 
1958. . Both Soviet and satellite negotiating delegations were very 
active throughout the year, and were extremely quick to exploit new 
opportunities as soon as they appeared. An East German trade dele- 
gation visited Guinea a few weeks after it had declared its independ- 
ence from France. Soviet and satellite commercial negotiations with 
Iraq have been so rapid that by the end of 1958 trade agreements 
were either concluded or almost concluded between Iraq and the 
U.S.S.R., East Germany, Czechoslovakia, Poland, Hungary, Ru- 
mania, and Communist China. 

Bloc trade with the less-developed countries during 1957 was $1,700 
million, more than double the value of such trade in 1954. Data for 
the first half of 1958 indicate a continuation of this upward trend, 
though at a slower rate due in part to the drop in world prices for 
basic raw materials. 


NEW ELEMENTS IN BLOC TRADE OFFENSIVE 


The year 1958 has also shown four other new elements in the bloc 
trade offensive : 

First, the use of trade as a political weapon against the independ- 
ence of Finland. By arbitrarily refusing to renew contracts for im- 
ports from Finland vital to Finland’s economy, the Soviet Union 
brought about the fall of a Finnish Cabinet it found objectionable. 
In the same way the Soviet Union tried to discipline Yugoslavia by 
“postponing” $300 million of bloc credits and delaying deliveries of 
essential commodities such as coal. 

Second, a series of activities which caused serious disruption of the 
economies of other nations. These included sales of tin and aluminum 
by the Soviet Union and the large-scale dumping of textiles by Com- 
munist China in southeast Asian markets. 

Third, a declaration by the Soviet representative at the Afro-Asian 
Conference in Cairo in December that the U.S.S.R. would sell agricul- 
tural and industrial products for local currencies. 

Fourth, stepped up talk about huge increases in trade with the in- 
dustrialized countries—particularly Khrushchev’s proposal to the 


United States. 


SOVIET INTEREST IN INCREASED TRADE WITH UNITED STATES 


We would, of course, be glad to see an increase of peaceful trade 
with the Soviet Union, as President Eisenhower said in his letter to 
Mr. Khrushchev of July 14, 1958. 

I repeated this to Mr. Mikoyan when I saw him on Monday, and I 
suggested to him some of the things the Soviet might do to promote 
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increased trade. I was disappointed to find that he evinced not the 
slightest interest in any increase in trade except on his own terms, 
which would require both the repeal of the congressional prohibitions 
on most-favored-nation treatment for the Soviet Union and on the 
importation of Russian furs and the grant of large-scale long-term 
credits to cover Soviet purchases. 

We must also realize that the purpose of the Soviets is to procure 
the advanced types of critical and industrial equipment they need to 
hasten their industrial development. The Soviet exports offered in 
exchange for these imports are primarily industrial raw materials and 
fuels which will compete with our regular sources of such commod- 
ities, many of them in less-developed nations with which we already 
have established patterns of trade. 


BLOC TECHNICAL ASSISTANCE 


Bloc technical assistance to less-developed countries also showed a 
sharp increase in 1958, During the last 6 months there were some 4,000 
technicians from the Soviet bloc working for 1 month or more in 17 
underdeveloped countries of the free world. About 2,800 of these 
were in the economic field, and 1,200 in the military. The 2,800 
economic technicians represented an increase of 1,200 in the past year 
and compares with a total of 4,600 U.S. technicians in the same gen- 
eral area—that is, the whole area of Asia and Africa. 

Nearly 85 percent of the Soviet bloc technicians were concentrated 
in five countries: Egypt, Syria, Afghanistan, India, and Indonesia. 

As a note of interest, in the countries in which the Soviets do have 
economic technicians, a total of 2,800 in those same countries, the total 
of U.S. technicians amounts to 2,275, 

One significant factor has emerged clearly: the ability of the bloc 
to meee on short notice substantial numbers of engineers and other 
aid personnel. This has impressed foreign governments and officials. 
The Soviets have been aided in obtaining technicians by one great 
advantage which we do not have: the sie to order technicians to 
service in distant areas at a moment’s notice. 


FOREIGN LANGUAGE ABILITIES OF BLOC TECHNICIANS 


The best information available in that bloc technicians are generally 
well-qualified in the fields of their specialties, that they are respected 
by their counterparts in the areas in which they serve, and that they 
conduct themselves personally in a manner that has given rise to few 
complaints. At the same time we should realize that they are not 
superhuman. They do not in most cases speak the local languages and 
they do not mix with the people. 

That completes what I have to say on the Soviet economic offensive. 

The CuHarrman. Were the last statements you made meant to con- 
vey an intentional comparison with Americans? 

Mr. Ditton. No, I made the last statement about speaking the local 
languages and mixing with the local people simply because there has 
been a lot of talk indicating an opinion in this country that the Soviet 
technicians all speak or are trained and speak the local language, no 
matter how unusual that languge is. We have looked into this very 
carefully and find it is just not the case. 
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There are a few who may speak it, and those are the ones who un- 
doubtedly have been especially trained for the purpose. But the great 
bulk of Soviet technicians do not speak the local languages. They do 
not stay long; they go in and do a job for 3 months, or something of 
that nature, and then go home again. 

Senator Fu.tsricut. Mr. Chairman, we did have testimony last year 
that, as one example, there were some 10 million Russians studying 
English as agaist about 8,000 here studying Russian. We had testi- 
mony that there were about, in one class, I think, in Moscow, 500 Rus- 
sians studying Urdu. I doubt if there are 50 in this country studying 
Urdu. 

Mr. Driton. I think it is without doubt there is a much greater 
effort in languages, but that does not mean that all their technicians 
speak these spec ‘ial languages—which is all I am discussing now. 

Senator Fursricur. What you are pointing out now relates just to 
these technicians, speaking generally, employed in specific projects. 

Mr. Ditton. That is right. 

Senator Funtsricur. You would not say they do not emphasize 
languages more than we do? 

Mr. Ditton. They certainly do, and I think it is probably true in 
their diplomatic circles they emphasize it more than we do. 

The CuatrmMan. That was the point I wanted to bring out. 


SOVIET TERMS FOR INCREASED TRADE WITH THE UNITED STATES 


Senator Lauscne. Mr. Dillon, I refer to page 4, the third full 
paragraph of your statement where. you said: 

I was disappointed to find that he evinced not the slightest interest in any 
increase in trade except on his own terms, which would require both the repeal 
of the congressional prohibitions on most-favored-nation treatment for the Soviet 
Union * * *, 

Does that mean for the benefit of the Soviet Union? 

Mr. Ditton. Yes, sir. At the time of the renewal of the Reciprocal 
Trade Agreements Act in 1951, the Congress added an amendment 
which directed the President to cancel our existing trade agreement 
with the Soviet Union, and not to enter into trade agreements which 
granted most-favored-nation treatment to the Soviet Union or Com- 
munist China, or other countries under its domination. 

Senator Lauscne. You then referred to “the importation of Russian 
furs.” Do you mean that he wanted us to extend our purchase of 
Russian furs ? 

Mr. Ditton. At that same time, 1951, the Congress in that same 
legislation, prohibited import of seven specific furs from the Soviet 
Union and Communist China, and they are prohibited by congres- 
sional mandate. He wants that repealed. 

Senator Lauscne. Now the third one of his terms is “the grant of 
large-scale long-term credits to cover Soviet purchases.” 

[ Deleted. | 


SOVIET LEND-LEASE OBLIGATION 


Senator Lauscue. Can you elaborate a little more on this par- 
ticular thought on what he wanted of you and what the difficulties 
were / There was something said about the lend-lease obligation 
standing in the way. 





tiol 
ex} 
gra 


vel 
cre 
vel 
abe 
Sit 
sy: 
ab 
th 
of 


of 
Ir 





_ 
' 


it 


“= mh O 


I 


-'. 


Js 


UNITED STATES FOREIGN POLICY 45 


Mr. Ditton. That is correct. He put great emphasis on this ques- 
tion of credits. In fact, he said that there could be no significant 
eanien of trade unless one way or another we were prepared to 

‘ant large-scale and long-term credits to the Soviet Union. 

I pointed out to him that trade with the Soviet Union had been 
very significantly larger in earlier periods without these long-term 
credits, and we felt it could increase from the present rate, which is 

very small. Our exports in 1957 ran about $4.5 million, and I think, 
about that magnitude last year. I said they night increase up to 
$50 million, $100 million, something in that nature under the present 
system. However, he said that that was nothing worth bothering 
about, it was not signifi cant, and if we weren’t prepared to do some- 
thing significant, he had no interest in a gradual smaller expansion 
of trade. 

Now, where lend-lease came in was this way: There are two sources 
of credit. One would be the Government, itself, through Export- 
Import Bank, or something of that nature. I told him that that 
didn’t seem to be practical in the present state of our relations with 
the Soviet Union, and that there certainly would have to be a very 
dramatic change in our overall relationships, before the U.S. Govern- 
ment, as such, would be prepared to grant any large credits to the 
Soviet Union. 

Then he brought up the question of the Johnson Act, the act passed 
in 1934 which prohibits credits being extended by private companies— 
the word is “loans.” It does not prohibit commercial, ordinary com- 
mercial credit up to 6 months, but 1t does prohibit loans to any country 
which is in default on its obligations to the United States. 

In that connection we pointed out that there was still this unsettled 
lend-lease obligation. 

Senator Lausciue. Can you tell us the amount of that ? 

Mr. Duz0on. Well, the amount that was delivered which would be 
subject. to payment at the end, was estimated by us at $2.6 billion 
although estimates after the war were rather rough. In the beginning 
of our negotiations with the Soviet Union on this subject after the 
war, we asked for a total repayment of $1.4 billion, half of it, which 
was roughly comparable with which we started with in other negotia- 
tions with other countries. 

They offered about $100 million. In successive negotiations leading 
up to the last one, which were about 1951, we dropped our figure from 
$1,300 million down to $800 million, and the Soviet increased theirs 
from $100 million to $300 million, so the amount you are asking about 
is somewhere in between $300 million and $800 million. 

In addition to that, they have some ships of ours which, at least at 
one time, they wanted to purchase—Liberty ships and others. They 
had offe red to pay about $33 million for the whole lot of them, total- 
ing about 80 or 81. That is the total picture. 

There had been no further discussion of these settlements since 1951 
and 1952, so I told them that if there could be some progress on this it 
would be very helpful and conducive to better trade relations. I 
said we were prepared to sit down and talk with them about it again 
at any time that suited them, and pointed out we had settled these 
obligations with all the other countries involved. 

Mr. Mikoyan then tcok a position which regressed from the previ- 
ous Soviet position. He denied that the Soviets had any obligation 
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whatsoever to pay anything on lend-lease, and indicated that they 
considered that obligation had lapsed, and they weren’t interested in 
talking about the subject. 

Senator Lauscur. Did you ask him what amount of credit they 
were thinking about if it were to be extended ? 

Mr. Dixon. I didn’t ask him that specific question, but he con- 
tinually emphasized large-scale, big credits. 

Senator poeta Did he take the same position with reference to 
the ships? Are they still using the ships? 

Mr. Ditton. He didn’t talk about them in detail. Yes, they have 
the ships. I guess the ships are wearing out now, because some were 
prewar ships and some were Liberty ships, and they were using them 
very hard 

The Cuatrman. I don’t want to lay down any rule about these 
questions, but I do want to call your ‘attention to the fact that we 
will have to adjourn in an hour because there is a joint session of 
Congress, so please adjust your statement to that time. 


U.S. TRADE POLICY 


Mr. Ditton. Yes, I can very easily, Senator. 

I would like to speak now in general about questions of trade and 
finance which are generally responsive to your question regarding 
the relationship between trade policy and foreign policy. 

The basic element of our paloy in trade is to promote freer trade 
through the General Agreement on Tariffs and Trade, and on a multi- 
lateral basis. This is, we feel, in our own interest and is also very 
necessary for these less-developed countries which, in moving ahead 
to finance their own development, just have to have markets on which 
they can sell their products, which is generally raw materials, in 
return for the purchase of industrial equipment. 

Last year we extended the Trade Agreements Act for 4 years, 
which will enable us to negotiate with the common market before its 
new tariff goes into effect. 

During the course of this year we will plan to initiate formal prep- 
arations for those negotiations by sending out some of the formal 
notices that are requir ed and commencing hearings. 

We proposed at the last GATT session that these negotiations 
would start sometime in 1960, and at the next meeting of the GATT 
at Geneva this spring, we hope to formalize an understanding to 
this effect. 


REMOVAL OF TRADE RESTRICTIONS IN OTHER COUNTRIES 


During the past year we pressed continually for removal of re- 
strictions on dollar exports, dollar liberalization, and had consider- 
able success. The United Kingdom relaxed their restrictions con- 
siderably and announced they were going to take substantial addi- 
tional steps during the course of this year. They have now removed 
their quotas on about 75 percent of dollar imports. 

France, which was at a figure of zero at the end of the year, as part 
of her devaluation has removed the quotas on 55 percent of dollar 
imports, which compares with a high figure a few years back of 13 
and 14 percent, so this is much better than it has ever been. 
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Australia, New Zealand, made substantial moves toward liberali- 
zation of dollar purchases, and there were smaller advances in Nor- 
way, Austria, and Germany, and we will continue to move in that 
way. 

INTERNATIONAL MONETARY FUND 


Another element in this trade problem is stability, financial sta- 
bility, and in that connection the IMF has proved itself increasingly 
important, the International Monetary Fund. 

We had last year three sort of package deals on monetary stability 
which were worked out by the International Monetary Fund as sort 
of a key element, but which included many other countries and 
other international institutions. That was the case with France early 
in the year, with Turkey in the middle of the summer, and with the 
Argentine at the end of December. 

For the reason that the IMF proved itself such a good vehicle, we 
felt it needed to be strengthened, and particularly that the amount 
of funds that it could make available to the smaller less-developed 
countries should be increased so that the Fund could be of more 
help to them in adopting sensible programs. 

It is clear that these countries will take advice from this interna- 
tional organization, when they will not or are not prepared to take it 
from the United States as an individual country. They think that is 
an infringement of sovereignty, but they are willing to listen to an 
international institution. 

Therefore, we proposed and the Executive Directors agreed on an 
increase in the funds for the IMF of roughly 50 percent. There will 
be somewhat larger increases for some of the smaller countries, and 
three individual countries, Germany, Canada, and Japan, will have 
increases of over 50 percent. In other words, they will put up more 
than 50 percent additional, reflecting a growth in their economy since 
the IMF was started. 


MOVEMENT TOWARD CURRENCY CONVERTIBILITY 


At the end of the year there developed in Europe a movement toward 
convertibility. This is important to us, because it makes these Euro- 
pean currencies much more useful in international trade generally, 
and in particular, in helping with the development and the trade of 
lesser developed countries of the world. 


COMMODITY PROBLEMS 


Another area in the field of trade where there was some movement 
last year was in the general field of commodity problems, and I expect 
there will be further action this year. It became obvious during the 
year that these problems were very serious, particularly for some of 
the less-developed countries. This is the case in Latin America par- 
ticularly with coffee and some metals. 

During the course of the year, we modified the position we have had 
in the past, which was that we didn’t think commodity problems were 
something that should be discussed, because we didn’t think there was 
any answer to them. We have moved to show a willingness to discuss 
any of these problems on a multilateral basis, and we have joined in dis- 
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cussions on lead and zinc and on coffee. The idea is to set up study 
groups in each case that will really show the supply and the demand 
worldwide, and will give the necessary information to the major ex 


porting, producing countries so that they can take action to bring their 


exports or their supply into better balance with world demand. 

It is very clear that these drops in price, at least in the case of lead 
and zine and coffee, were primarily due to too large a supply which 
had outrun any possible world demand at the present time. 

There is to be a meeting this spring on lead and zinc. We hope 
that some progress will be “made toward the adoption of some sort of 
a multilateral agreement among exporters to cut back their exports of 
the commodities more ne: irly into line with the supply. It is not our 
feeling that it would be necessary or desirable for us to join in this 
agreement as an integral part, because we are not exporters, and al- 
ready, as a result of what has happened i in our industry, our production 
has been cut back about between 20 and 25 percent overall in the 
United States. 


INCREASING CAPITAL OF WORLD BANK 


The second great problem in our economic foreign policy at present 
is the financing of economic development. That certainly has received 
general recognition. It was the prime subject of discussion at the 
Commonwealth Conference in Montreal; it was certainly the major 
subject of discussion at New Delhi, and I think in this field -sreg will 
be undoubtedly a number of initiatives during the coming yea 

In the first place, you are all aware of the proposed increase in the 

capital of the World Bank, which we expect will go through. The 

Bank has greatly increased its rate of lending over what it used to 
do in the past and is reaching a point where ‘there is danger that it 
will exhaust its borrowing capacity against its guarantee funds from 
the United States, in w hich most of ite bonds have been sold. 

This proposed increase in the capital of the World Bank guarantee 
fund will not require any funds to be put up by anybody. It will 
simply increase the guarantees of all the countries against possible 
defaults on World Bank obligations, which do not seem very likely 
unless there should be some sort of world cataclysm. 


ENCOURAGING PRIVATE INVESTMENT ABROAD 


Next to planning an increase in the World Bank guarantee fund, 
we have become convinced that there has to be greater private invest- 
ment abroad, American private investment, in particular, and we have 
been studying this matter intensively for 8 or 9 months. Particularly, 
a group of the Business Advisory Council has been commissioned to 
make such a study, and they have a report which should be completed 
by the end of this month, and handed in, which we think should be 
useful. It will show what business deals can be done by the U.S 
Government to help them export their capital and invest abroad. 

We are also conducting a study on this same line at the direction of 
the Congress, under the Javits amendment to Mutual Security Act. 

Senator Winey. Can we get your r asoning for your statement that 
you feel we have to make more private investments abroad ? 
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Mr. Ditton. Because there are not enough Government funds avail- 
able to carry on economic development in these underdeveloped coun- 
tries, and our great source of available capital is in the private field. 
It has been historic that less-developed countries, the United States in 
its own history, the South American countries, in their earlier stages 
have been developed very largely by private « capital. We think that 
that is necessary for these less-developed countries today. 

We also think it is necessary from another point of view: the com- 
petition in Asia with the Soviet Union. ‘They are always promoting 
the benetits of state ¢ enterprise, and talking down the possibilities of 
private investment. So we think that we » have to show on the spot 
that private investment can do a job and is actually better than state 
investment in providing for the economic advancement of these areas. 


TAX BENEFITS FOR INVESTMENTS ABROAD 


Senator Gore. Do you think we must continue to give foreign tax 
credits and virtual exemption from taxes in order to accomplish this? 

Mr. Ditton. I would think that we probably should do more than 
we are presently doing. 

Senator Gore. You mean more by way of tax favoritism ? 

Mr. Ditton. Yes. 

Senator Gore. How could we do more? 

Mr. Ditton. Well, we could do more by adopting a system such 
as the present system in England. Actually, it may not be much 
more, because what I am talking about is some sort of a system of 
deferral of taxes on earnings until they are brought back to the United 
States when they would be subject to tax. 

At present that can be accomplished by, and is being accomplished 
by, certain large-scale U.S. businesses, by the process of setting up 
so-called tax haven subsidiaries abr oad. That doesn’t seem to be a 
very good or effective way to act—to give an incentive to companies 
to do that sort of thing. It would seem to be much better and much 
more clear-cut if we adopted a law somewhat similar to the British 
Overseas Investment Act, whereby it would be possible to set up a 
corporation within the United States to handle business abroad, and 
taxes would be collected only as the money is returned to the United 
States. 

Senator Gort. Which may never be. 

Mr. Dition. If it is never, then the taxes would not be paid, if they 
leave them abroad forever. 

Senator Gorr. Well, I think you have found a way in which it 
could be done to some degree more advantageous to foreign invest- 
ments. 

Senator Morse. I am not going to ask any questions, Mr. Chairman, 
but this discussion, for ex: umple, as well as many other things, shows 
why this ought to be only the first of a series of meetings with this 
witness. We might just as well face up to it, that this particular 
matter is going to be one of the burning issues of this country in the 
years immediately ahead. 

Mr. Ditton. The President referred to this particular problem in 
his state of the Union message, indicating that later in the session 
he would submit legislation to facilitate private investment abroad. 
Texpect that there w ‘ill be a detailed submission. 
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The Cuatrman. Is reference to that matter made a part of your 
statement ? 
Mr. Ditton. No, sir; it is only in what I have said. 


PROPOSED LATIN AMERICAN BANK 


Another initiative for this year in this field of economic develop- 
ment is the Latin American Bank, the final negotiations for which 
are now underway herein Washington. 

As you know, we agreed last fall to the creation of such an institu- 
tion and there was a good deal of preliminary work on it. We 
finally were prepared to submit a definite proposal and this has been 
submitted to this group meeting in Washington, under instructions 
to draft a charter of such an institution. If this charter is success- 
fully drafted, it will presumably be submitted to the 21 American 
Republics for ratification. 

What we have suggested is a bank with a total capacity or a total 
capital of about $850 million, of which $700 million would be used 
for hard loans, and $150 million for soft loans which would be repay- 
able in local currencies. 

Obviously, that amount would have to be replenished from time 
to time, if it were going to serve a useful purpose. 

Of the hard loan amounts we have suggested that the United States 
contribute $150 million, that the Latin Americans contribute a similar 
amount in dollars, and that the Latin Americans, in addition, con- 
tribute $100 million in local currency, for a total initial capital, hard 
loan capital, of $400 million. 

The stock of the bank, the voting stock, would be issued on the basis 
of these contributions which would insure that the United States did 
not have the majority of the stock in this institution, which we do not 
feel would be advisable. 

In addition, there is provision for callable capital which might be 
called, as in the case of the World Bank, to meet obligations of this 
new Inter-American Bank, should the Inter-American Bank eventu- 
ally be able to sell its bonds yublicly and create obligations. 

For that we ropose that the United States put up $150 million, 
and the Latin Americans an equivalent amount. 

Knowing that the soft loan contribution would have to be repeated 
and that the Latin American capacity to contribute is limited, we 
proposed to take the larger share of that ourselves. We pr oposed to 
put up $100 million in U.S. dollars as against $25 million in U.S. 
dollars by the Latin Americans, and another $25 million in their own 
local currencies by the Latin Americans. 

This makes a total of $850 million, of which the United States would 
put up $400 million and the Latin Americans $450 million. However, 
of the Latin American part, a substantial amount, $125 million, would 
be in local currencies. 

Senator Wrry. How much in bonds could they issue? 

Mr. Ditton. This bank could issue all the bonds they could sell. 
I would assume, however, that if the market ever reached a stage 
where they could really sell those bonds—which would take some 
period of time—they wouldn’t be able to sell more than the sum which 
would be protected ‘by this callable capital, or $300 million. 
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The World Bank took quite a while before they could sell their 
bonds, because it was necessary to change investment eligibility laws 
in most of the states. I think that it will be quite a time before this 
proposed new bank could sell bonds. 

Senator Wixey. It is not a bank where individual Americans could 
put in any money. It is a Pan-American bank. 

. Mr. Ditton. That is right, it is an Inter-American banking insti- 
tution. 

Senator Wiutey. Is there a guarantee by our Government of the 
bonds : 

Mr. Ditton. There would be a joint guarantee by all members that 
the bank would have enough money to pay on the bonds. 

{ Deleted. ] 

The CuHarrman. Does sentiment enter into this proposal ? 

Mr. Ditton. Yes; to some extent. The Latin Americans have al- 
ways wanted an Inter-American development bank. They first pro- 
posed it in 1898, something like that, and their feeling for it has 
grown very much stronger since the war, when they have seen what 
they felt were large amounts of aid going to other areas of the world, 
and they felt they were being a bit neglected, so ~ wanted some- 
thing of their own that we were part of which would help them. 


LATIN AMERICAN ATTITUDE TOWARD PROPOSALS FOR THE BANK 


Senator Morse. Is it true that Latin American representatives thus 
far have indicated keen disappointment in the proposals ? 

Mr. Dutton. I think that is an exaggeration, Senator. Some of 
them have been disappointed, and some of them have felt pleased. 
There are some of them who are very interested in being sure that 
this institution will be a real financial institution. 

On the other hand, I think it is fair to say that some other coun- 
tries may be primarily interested in the amount of funds immediately 
available from the United States, which is a very natural thing. 
[ Deleted. } 

However, this is a start, and is a framework for a start, and I think 
it probably is adequate. If the needs prove greater once it is under- 
way, it will always be possible to meet those needs when the time 
comes. 

CONGRESSIONAL SUPPORT FOR THE BANK 


Senator Morse. Could Congress be helpful at this point by passing 
a resolution in support of our Government’s position ? 

Mr. Driton. I would not like to give an answer until I have a 
chance to talk with some of the people from the Treasury Depart- 
ment. 

Senator Fuisricur. Won’t we have an opportunity when we ap- 
prove the membership ? 

Mr. Dimon. When it is approved, you have to approve it. I 
thought what the Senator was talking about was some sort of a res- 
olution that might be helpful in the course of these negotiations. 

Senator Morse. Senator Smathers has one now. 

Senator Futsricut. I think that is premature. If we start “reso- 
luting” before you have concluded your negotiations, where does that 
leave you? Why would you want a resolution ? 
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Mr. Ditton. I wasn’t aware I said I wanted it. I said I wanted 
to consider it further. 

Senator Morse. I asked if it would be helpful. 

Mr. Ditton. Yes; I understand. 

Senator Futsricur. I doubt if it would be helpful. You haven’t 
agreed to a certain amount, have you ¢ 

Mr. Driion. No, sir, the negotiations just started, really active 
negotiations, about a week ago. 

Senator Fursriecnt. I would think such a resolution would put 
you in the position of resisting what appears to be Congress’ idea of 
a much larger contribution on our part, and then you would have to 
come around and give in on that. 

Mr. Ditton. I wasn’t aware of what was the detail of the Smathers 
resolution. 

Senator FutsricHt. Well, its implication is we are all for it and that 
we would like to have it on a large scale. That is the purpose of it. 


REVERSAL OF U.S. GOVERNMENT ATTITUDE TOWARD BANK’S ESTABLISHMENT 


Senator Cuurcn. Mr. Secretary, isn’t this a reversal of the posi- 
tion that the Department and the Government took with regard to 
an Inter-American Bank when I attended the Economic Conference in 
Buenos Aires? The position of the Government was quite different. 

Mr. Ditton. Yes, this is a reversal of that position. [ Deleted]. 

Senator Cuurcn. Latin American sentiment was evidenced pretty 
much at the conference itself, wasn’t it ? 

Mr. Ditton. And it kept on building up thereafter. It certainly 
was evidenced there. You had an opportunity to see it and 
measure it. 

FINANCING THE LATIN AMERICAN BANK 


Senator Lavscue. Will the ultimate adoption of the program re- 
quire congressional authorization ? 

Mr. Dixon. Yes, sir; it will. 

Senator Lauscue. All right. 

Now, you contemplate an $850 million capital structure. Then 
you hope that after it has once been put in operation that it may be 
possible to sell its bonds and thus expand its field of operation. 

Mr. Ditton. That is correct, and I would think that there would 
also be some means of continuing to expand the soft loan department 
of this Bank by additional injections of capital or of loans. 

Senator Lauscue. Yes. I don’t suppose you could induce private 
investors to buy bonds if they knew that the capital was to be used 
for the making of soft loans. 

Mr. Ditton. No. The bonds would only be against the hard loan 
department of the Bank. 


OTHER COUNTRIES’ ECONOMIC DEVELOPMENT CONTRIBUTIONS 


Senator Futsrieut. Mr. Chairman, are we ready for questions gen- 
erally? I have one or two. 

Mr. Ditton. I just have a couple of other things and then I will be 
finished. 
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The Cuarrman. I think he ought to be permitted to finish his state- 
ment, because we have only a half hour. 

Mr. Ditton. I can finish it in about 5 minutes. 

There are only two other things I wanted to say about development. 
First is the fact that last year was notable for the increasing and 
valuable contributions made by a number of other countries, particu- 
larly European countries, to this program. The Germans made very 
substantial contributions through loans to India, Turkey, and Greece; 
the United Kingdom did the same thing for India and Turkey. 
Canada has increased its grants under the Colombo plan by 50 per- 
cent, and the Japanese have started to take an active part in the de- 
velopment in Asia through both their reparations programs and fi- 
nancial aid. 

The Italians also indicated that they were prepared to make avail- 
able substantial sums for development in the Middle East. 


DEVELOPMENT LOAN FUND 


Finally, I would like to mention the Development Loan Fund which 
is, I think, of great significance to our whole foreign economic policy. 
(The chart on the next page was shown.) 
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As of today, of the total of $700 million that were appropriated in 
the last 2 fiscal years, all but about $48 million have been committed, 
and we expect that this remainder will be pretty nearly fully used 
up in the next 2 or 3 weeks. 

Because of this exhaustion of the capital of the DLF, we are seeking 
supplemental appropriations of $225 million for this fiscal year 1959. 
This sum will bring the amount appropriated for fiscal year 1959 up 
to the total of $625 million which was authorized last year. 

We are asking for $700 million for fiscal year 1960. This is about 
equal to the value of the sound loans we have been able to act on and 
commit funds for in our first full year of operation. So with the 
appropriation of the full $225 million now and the full $700 million 
for next year, we would be able to continue at about the same rate of 
operations we are now maintaining. 

If we do not get this supplemental appropriation, the Development 
Loan Fund in effect would have to close its doors for a period of 
months, 6 months or so. I believe this would be an unthinkable 
situation. 

The conference committee of the Senate and House, when they voted 
mutual security funds last year, indicated that a number of the mem- 
bers felt that the appropriation for the Development Loan Fund was 
too small, and said they would be prepared to listen sympathetically 
to a request for supplemental funds, if it proved necessary. There 
was a good deal of question, particularly on the House side, as to 
whether we actually could commit the funds that were available to 
us in the time that we said we could. The record is now in and shows 
that we have been able to do so. 

In addition, the mutual security program, of course, is important 
for its grant aid—defense support, special assistance and technical 
assistance—to help the economies of the various countries which need 
it, but I don’t intend to go into that at this time in any great detail. 


IMPACT OF U.S. AID ON OUR ECONOMY 


Finally, I wanted to say a word on the question which was put to 
me regarding the impact of aid on the U.S. economy. 

There was a study, a very thorough study made of this subject a 
couple of years ago, at the request of your committee, by the National 
Planning Association. We found that study so useful we had it 
brought up to date at our own instigation last year. 

What that study shows was—— 

The Cuatrman. Isthat complete? 

Mr. Dion. It was brought up to date as through the end of 1957; 
yes, sir. 

If that is not available, if the committee does not already have that, 

we will make that available to the committee. I think it was made 
available to the committee at the time of the mutual security hearings 
last year, although I may be mistaken, because it may not have been 
ready before the appropriations hearings. I know it was made availa- 
ble to Congress. 
_ One of the main things we should bear in mind is that an increase 
in the general prosperity of the world, in the economic development of 
“acd  rna is of great benefit to the United States economy as 
a whole. 
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We should also realize that our exports over the past 20 years have 
increased very dramatically, as have our imports, and that the develop. 
ing of these potential markets in the newly developing areas is useful 
to us, or will be useful to us from a trade point of view. 


The NPA study I have mentioned points out the effect that aid | 


expenditures have had on U.S. production and employment. Through 
fiscal year 1958, $26.5 billion, or 76.3 percent of the total of the mutual 
security program had been spent directly in the United States; another 
$8.2 billion was spent for procurement in friendly countries, which 
first helped their own economies and then increased their imports from 
the United States. 

The National Planning Association study also estimated that mu- 
tual security funds resulted in the employment in 1957 of 530,000 
people in the United States on an average full-time basis, or, if you 
include employment in the production of crops sold under Public 
Law 480, the total would go up to 715,000. 

Finally, the study pointed out that the U.S. economy can certainly 
bear the cost of the program—a conclusion which is further illus- 
trated by the fact that the total mutual security appropriation of 
$3.3 billion.last: year amounted to only about three-quarters of 1 per- 
cent of our estimated gross national product. 

If you exclude ailltees assistance funds, our economic assistance 
amounts to less than two-fifths of 1 percent of our gross national 
product. 

In addition, last year the Congress wrote in a proviso that the De- 
velopment Loan Fund in making loans should consider the impact 


of these loans on the U.S. economy. So consequently, every loan be- | 


fore it is granted, is considered from that point of view so that we 
will not inadvertenly make a loan that would turn out to be seriously 
competitive with U.S. industry. 

That is all. 

The Cuarrman. Senator Fulbright. 


PRICE AND QUALITY OF SOVIET EQUIPMENT SOLD ABROAD 


Senator Futsrienut. I have one or two questions. 

The other day, Mr. Dillon, I saw a letter which had been sent to 
Senator Humphrey, a letter in which it was stated that the Russians 
were offering for sale very good quality projectors for $45 which we 
manufactured for $250 and that they offered for $3 rotaters for which 
out people ask $50. 

Senator Hicken.ooper. Offered what? 

Senator Fursricut. Rotaters. This is equipment used particu- 
larly for schoolrooms. 

The implication is that these are not just political sales. The per- 
son who wrote the letter just does not state it in such language. I 
wrote to him and asked him this, and have not yet received the an- 
swer. The inference is that the Russians are really able to make these 
instruments cheaper than we are, and just.as good in quality, and this 
has very great implications in this whole business of trade. 


{ Deleted. | 
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on COMMITTEE PROCEDURE 
fl Senator Futsricur. Mr. Chairman, I know the time is short and 
ios don’t wish to take any more. I do think we might consider having 
aid | | another session at which we would have more opportunity for ques- 
ugh tions. I find it very difficult to get very far without more opportunity 
bual to question and I need more time for it, but I will yield my time since 
her there are only 15 minutes left. 
Lich The Cuairman. I thought it most important that, in order to leg- 
rom islate, we have an oppor tunity to learn more about this subject than 
we knew, and that is the reaseon I followed this up. 
nu- Senator Futsrieut. I hope we might get him back for a session 
000 when we could have nothing but questions and just get down to a 
vou little more detail. 
blic Mr. Ditton. I would be glad to do that. 
; The CuHarmman. I have no doubt you would be willing to come 
nly back later. 
us. Mr. Dixon. Very willing. 
of The Cramman. And we would try to find the answers to some dif- 
er- ficult. questions. 
nee U.S. ATTITUDE TOWARD SOVIET AID PROGRAMS 
nal Senator Futsricur. For example, this question I was raising— 
if the question of our attitude toward the aid programs of the Russians 
a in these other countries—I am not asking you to answer now. I can’t 
"eh help but believe if those programs ac tually increase the productivity 
a of those countries to our advantage, that if our theory is correct that 


sly | better conditions inhibit the development of communism, I don’t know 
why we should complain. 

Mr. Ditton. I don’t. I mean, take a case like the case in India, 
and there are very many other countries similar, I think that is cor- 
rect. I think in certain countries under certain circumstances it is 
helpful. 

The Carman. I think that point you have just made has not been 

| fully emphasized, because that is one way of fighting communism. 

Senator Futsrieut. We think so. 


a The Cuatrman. Of course we are fighting it. 

we Mr. Ditton. On the other hand, in the case like India, while it is 

ch helpful, I think, it also means we cannot leave the field clear to the 
Soviets in India so the Indians get the impression the Soviets are the 
only ones they can turn to and rely on for help. 

- Senator Futsrient. I didn’t mean that. 

~ QUESTION OF CONCENTRATION OF AID 

i One other point I wanted to raise is this question of concentrati 

oa ne other point 1 w antec to raise 1s this question of concentration, 

7 that is, whether we don’t spread ourselves too thin in cases where it 

= is hopeless. 


Mr. Ditton. That may very well be, but it is a very difficult deci- 
sion to decide what is hopeless. We are necessarily on the defensive, 
because the areas we are helping are part of the free world and the 
Communists are trying to move in to take it over. We have that 








58 UNITED STATES FOREIGN POLICY 


problem of trying to defend that long line and they can attack where 
they want. 

Senktoe Futsrient. I will desist for the moment because there are 
others, I am sure, who want to ask some questions. 

The CuHarrman. Are there any other questions to ask, or comments 
to be made? 

Senator Morse. I have a good many, Mr. Chairman, but I don’t 
think we ought to take them up this morning. I think it is very 
important we bring the Secretary back because, frankly, I think it 
is wonderful to have these administrative briefings. 

The CuatrmaN. The Under Secretary has already expressed his 
willingness to come. 

[ Deleted. } 


FUTURE COMMITTEE MEETINGS 


The CuHatrMan. Unless some other matter is immiment and should 
be brought up now, a motion to adjourn will be in order. 

Senator Humpurey. May I ask a procedural question for your 
advice and counsel ? 

Mr. Ditton. Yes, sir. 

Senator Humpurey. It has been suggested in some questioning by 
Senator Morse and others that there were certain bits of information 
obtained through some of our exchanges with the Soviets which per- 
tained to the economic development of the Soviet Union. 

Mr. Secretary, do you think it would be worth while for this com- 
mittee to have, for example, the representatives of the steel delega- 
tion, of the higher education delegation, of the electrical power dele- 
gation that went from the United States to the Soviet Union, to come 
in here and testify on the economic observations and analyses they 
were able to make as a result of their tour of the Soviet Union? 

Mr. Ditton. I would certainly think you would find it worth while 
and interesting to have some of those delegations. I am familiar 
myself with the report of the steel delegation, and I believe that would 
be most interesting, and I believe also the educational ones would be. 

Some of the others would be more and some would be less interest- 
ing, but we would be glad to make all that information available to 
you so you could pick and decide which ones you might want. 

Senator Humpnrey. I asked the question, Mr. Chairman, because 
later on I propose that we do have the chairman or leader of these re- 
spective delegations. I think they could fill in some of the other data 
that would be helpful relating to the economic position of the Soviets. 

Mr. Ditton. Certainly. 

{ Deleted. ] 

Senator Morsr. Mr. Chairman, before the witness leaves, I want 
him to know what I would like for us to do. I will discuss the pro- 
cedure later at a regular meeting of our committee. 

I would like to have him come up informally. It is one thing to 
have him before us in a formal presentation. 

The Cuatrman. I am sure he would be very welcome. I don’t 
know what his engagements are. 

Mr. Dixon. Be very glad to. 
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The Cuarrman. We can try to find a convenient time, if that is 


agreeable. 


Is there any further observation ? 

(No response. ) 

The Cuarrman. Thank you very much for your attendance here 
and your help. 

Mr. Ditton. Thank you very much, Mr. Chairman. 

The Cuarrman. If there is no further business, the meeting is 
adjourned. 

(Whereupon, at 11:45 a.m., the executive session was adjourned.) 
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